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1948 1947 - ® 
By Fuel Burning Plants 16,004, 793,000 13 ,981,249,000 414.5 
By Water Power Plants 7,473 5275 ,000 7,264,665 ,000 + 2:9 
TOTAL GENERATION 23,478,068,000 21,245,914,000 +10.5 
Add — Net Imports Over International 
Boundaries 87,109,000 113,026,000 -22.9 
Less — Company Use 136,517,000 150,190,000 - 91 
Less — Energy Used by Producer 439,552,000 426,541,000 
NET ENERGY FOR DISTRIBUTION 22,989,108, 000 20, 782,209,000 +10.6 
Losses and Unaccounted for 3,019, 708,000 3,010,279,000 + 0.3 
SALES TO ULTIMATE CUSTOMERS 19,969,400,000 17, 771,930,000 712.4 
CLASSIFICATION OF SALES 
ER OF CUST - As of March 31st 
Residential or Domestic 32,010,334 30,092,644 + 6.4 
Rural (Distinct Rural Rates) 1,561,240 1,420,353 + 9.9 
Commercial or Industrial 
Small Light & Power 4,998,205 4,769,290) + 4.9 
Large Light & Power 193,285 180,264) 
Other Customers 136,516 127,614 + 7.0 
TOTAL ULTIMATE CUSTOMERS 38,899,580 36,590,165 + 6.3 
KILOWATTHOUR SALES - During Month of March 
Residential or Domestic 4,391,409, 000 3, 726,868,000 +17.8 
Rural (Distinct Rural Rates) 458,150,000 319,530,000 +434 
Commercial or Industrial 
Small Light & Power 3,496,545,00 3,025 ,638,000 +15.6 
Large Light & Power 10,196, 787,000 9,284,930,000 + 9.8 
Street and Highway Lighting 213,556,000 200,446,000 + 6.5 
Other Public Authorities 531,313,000 491,052,000 + 8.2 
Railways and Railroads 
Street & Interurban Railways 382,482,000 34,052,000 -11.9 
Electrified Steam Railroads 240,311,000 239,350,000 + 0.4 
Interdepartmental 58, &4,7,000 50,064,000 +17.5 
TOTAL TO ULTIMATE CUSTOMERS 19,969,400,000 17, 771,930,000 +12.4 
REVENUES FROM ULTIMATE CUSTOMERS $ 354,599,500 $ 313,073,500 +13,2 
RESIDENTIAL OR DOMESTIC SERVICE 
Average Customer Data - For 12 months ended 
March 3lst 
Kilowatthours per Customer 1,479 1,358 + 8.9 
Average Annual Bill $45.11 $43.05 + 4.8 
Revenue per Kilowatthour 3.05¢ 3.L7¢ - 3.8 

















(*) By Courtesy of the Federal Power Commission 
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Sixteenth Annual E.E.I. Convention 


Spurs Industry’s Confidence in Future 


ARIOUS aspects of utility fi- 
V nance highlighted the unusually 
vital and informative program 
of speeches delivered by sixteen lead- 
ing authorities in economic, regulatory 
and industry fields at the Institute’s 
16th Annual Convention held in At- 
lantic City, June Ist to 3rd. The 
Convention, which repeatedly 
characterized as one of the greatest 
in the history of the electric industry, 
was attended by some 2,500 represent- 
atives of the electric utility industry. 
Noteworthy at the meeting was the 
confidence and faith expressed in the 
industry’s ability to meet whatever 
demands the nation may make upon 
it in peace or in the event of war; 
and the alertness with which such 
specific and diverse problems as ex- 
pansion, capital-raising, sales, rates, 
public relations and accident preven- 
tion were being faced. Many of the 
addresses appear in this issue of the 
BULLETIN, and the remainder will fol- 
low in the succeeding issue. 


was 


Acker Elected President 


Ernest R. Acker, president of the 
Central Hudson Gas and Electric Cor- 
poration, Poughkeepsie, New York, 
was elected president of the Institute 
at the Convention, succeeding Charles 
E. Oakes, president of the Pennsyl- 
vania Power and Light Company, 
Allentown, Pa. 

Following the presentation of Mr. 
Acker as the Institute’s new President 
on Thursday morning, Mr. Acker led 
the Convention in a rising vote of 
thanks to Mr. Oakes, citing the retir- 
ing President’s “very outstanding and 
courageous leadership during the past 
year,” 


Elmer L. Lindseth, President of The 
Cleveland Electric Illuminating Com- 
pany, Cleveland, Ohio, was elected 
vice president of the Institute. Also 
elected at the meeting were fourteen 
directors, whose terms will expire in 
1951. 

Before the first of the five general 
sessions, meetings of the Accounting 
Division General Committee, the Com- 
mercial Division General Committee, 
and the Engineering Division General 
Committee were held on Tuesday 
morning. At noon on Wednesday, the 
Board of Directors also gathered at a 
luncheon meeting. 

A deserved tribute was paid by Mr. 
Oakes at the last session on behalf of 
the delegates and himself to Walter 
H. Sammis, Ohio Edison Company ; 
H. B. Bryans, Philadelphia Electric 
Company ; and L. V. Sutton, Carolina 
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Power and Light Company, for their 
excellent and untiring work on the 
Program Committee, which was head- 
ed by Mr. Sammis. 

Appreciation and thanks were also 
expressed for the generous assistance 
of B. L. England, vice president and 
general manager, and other members 
of the Atlantic City Electric Company 
for their part in making the Conven- 
tion a success. 

Grateful acknowledgement was made 
to the General Electric Company, the 
Westinghouse Electric Corporation, 
and the Nash-Kelvinator Corporation 
for their contributions to the recrea- 
tional program, 

Recreation was modestly blended 
with business on the Convention pro- 
gram. The grand finale took place on 
Thursday evening when the Conven- 
tion delegates filled the American 
Room of the Hotel Traymore to enjoy 
the world premiere of G.E. Lamp 
works’ new audience participation 
radio show, “What’s My Name?”, 
starring Arlene Francis and Ward 
Wilson. Other entertainment features 
were the cocktail parties on Tuesday 
and Wednesday evenings, sponsored 
by the General Electric Company and 
the Westinghouse Electric Corpora- 
tion, respectively; and the buffet sup- 
per in honor of President and Mrs. 
Oakes on Thursday evening. 

. 
First General Session 


RESIDENT Oakes began the 
Pp first business session on Tuesday 

afternoon, June Ist, by reviewing 
the progress made by the Institute and 
the industry during the past year; and 
laid down a platform of ten major 
objectives for the industry. 
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“Our industry badly needs a cohe- 
sive philosophy and a unified policy 
program to guide our actions,” Mr. 
Oakes said. He recommended definite 
stands on government in business, 2 
sound tax program, elimination of tax 
exemption for proprietary businesses, 
acceptance by the utilities of full re- 
sponsibility for power supply in their 
areas, and more interconnection be- 
tween utilities. 

He also made suggestions on the 
development of the nation’s water re- 
sources, a constructive Federal power 
policy, the marketing of power from 
Government dams, assumption of 
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power obligations by the industry in 
areas where Government relinquishes 
its responsibility, and the extension of 
regulatory authority to public power. 

Mr. Oakes also called for a public 
information program to present the 
utilities’ case to the public who will 
not “understand our position unless 
we tell it to them.” Declaring that “we 
must work with others to sell and 
re-sell our capitalistic system and pre- 
vent the spread of socialism,” Mr. 
Oakes stressed that “we must stand 
fast to our principles and beliefs as 
free people.” 

Discussing the capacity situation, 





extending to 1950. 





ERNEST R. ACKER 


RNEST R. ACKER, President of the Central Hudson Gas and 

Electric Corporation, Poughkeepsie, New York, was elected Presi- 
dent of the Edison Electric Institute by the Institute’s Board of Directors 
on June 2nd at the Sixteenth Annual Convention. Taking up the duties 
of guiding the Institute for the administrative year just beginning, Mr. 
Acker succeeds President Charles E. Oakes of the Pennsylvania Power 
and Light Company who served with great distinction during the past year. 

One of the industry’s younger top executives, Mr. Acker brings to 
his new position the dynamic quality which has marked his consistent 
interest in the progress of the nation’s utilities, as well as his activity in 
civic and community affairs in the area which his company serves. 

3orn in East Orange, New Jersey, in 1895, Mr. Acker was gradu- 
ated from Cornell University in 1917 with a degree in mechanical engi- 
neering. He applied for a commission in the Engineers’ Corps of the 
U. S. Army and served overseas during World War I. Upon his dis- 
charge in 1919 he held the rank of first lieutenant, and was in command 
of a company in the Chemical Warfare Service. 

Mr. Acker’s career in the utility industry began in 1919 when he 
entered the engineering department of the Central Hudson Gas and Elec- 
tric Company. In 1921, he was made general superintendent of the King- 
ston Gas and Electric Company, Kingston, New York, an organization 
controlled by the Central Hudson Gas and Electric Company. 

He returned to Poughkeepsie in 1925 as assistant to the commercial 
manager of the Central Hudson Gas and Electric Company, In that same 
year he became general commercial manager. Early in 1926 he was 
elected a director of the Central Hudson Gas and Electric Company, 
which by consolidation with other companies controlled by the same inter- 
ests, became the Central Hudson Gas and Electric Corporation in 1927. 

Mr. Acker was elected president 
Hudson Gas and Electric Corporation in 1932. 


and general manager of the Central 


In the business world, Mr. Acker has been prominent for his con- 
tributions to the advancement of the utility industry. He was president 
for two years of the Empire Gas and Electric Association before its dis- 
bandment in 1941. He has served the American Gas Association suc- 
cessively as treasurer, vice president, and president; and has acted as 
chairman of several of the Association’s committees, including the Com- 
mittee on War Activities. In 1943, he received the Monroe Award for the 
most outstanding contribution to the gas industry. 

For the past twelve months, Mr. Acker has been Vice President of 
the Edison Electric Institute, and is a Director of the Institute, his term 
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Mr. Oakes pointed out that “the 
United States has an adequate power 
supply at present, although reserve 
margins are narrow.” With regard to 
the rearmament program, and the pos- 
sibility of war, Mr. Oakes noted that 
“governmental authorities view the 
outlook for electric power as generally 
more favorable than the outlook for 
other basic elements of wartime 
supply.” 

The expansion program will require 
the sale of $3.9 billion in securities 
during the next four years, Mr. Oakes 
said. He warned that the industry will 
face severe competition for the limited 
supply of capital to be available. As- 
serting that senior securities will find 
a “ready market,” he said that “equity 
securities must be especially attrac- 
tive.” 

The Hon. H. Lester Hooker, Com- 
missioner of the Virginia State Cor- 
poration Commission then told the 
convention that “The earnings of the 
power industry should be kept at a 
level high enough to attract sufficient 
capital to the industry to meet its 
reasonable demands. This is essential 
for our economic welfare. It is neces- 
sary for proper protection of the 
public interest, and it is not adverse to 
the interest of the rate payer. 

“When utilities are required to 
serve the public at miserly rates of 
return on their investments, the public 
as well as the utility suffers. The pub- 
lic demands and should receive good 
service. But good service cannot be 
maintained when rates are unreason- 
ably low. Poor service at any price 
is high,” the Commissioner continued. 

“The public is suffering today be- 
cause there are too many timid souls 
occupying positions of high responsi- 
bility who are constantly listening for 
the trend of the political winds, rather 
than devoting their energies and their 
abilities to the performance of their 
public obligations. Many of them are 
more interested in staying on the tax- 
payers’ payroll than they are in the 
preservation of the solvency of the 
taxpayer. It is unfortunate that some 
regulatory commissioners keep their 
ears attuned to what may appear the 
most popular decision to make, rather 
than what is the fair and just con- 
clusion to be reached from the facts 
on record. The increasing of rates to 
utilities is not a decision that will 
bring loud public acclaim, but if it is 
the correct conclusion to be reached, 
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Institute Directors Elected 


For the Term Expiring 1951 





Jacos T. BARRON 
Vice President, Public 
Service Electric & Gas Co. 





Georce M. GaDsBy D. E. Karn J. E. LotsEau 
President, Utah Power & Vice President and Gen President, Public Service 
Light Co. Mogr., Consumers Power Co. Co. of Colorado 





C. B. McManus S. C. McMEEKIN Grover C. NEFF 
President, Georgia Power President, South Carolina President, Wisconsin 
Co. Electric & Gas Co. Power & Light Co. 





HaroL_p QUINTON J. B. THomas Joun T. Warp 
Executive Vice President, President, Texas Electric Vice President, Boston 
Southern Calif. Edison Co. Service Co. Edison Co. 
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J. M. Barry 


Vice President and Gen. 
Mogr., Alabama Power Co. 





Paut B. McKee 
President, Pacific Power & 
Light Co. 





P. H. Powers 
Vice President, West Penn 
Power Co. 


W. F. WyMANn 
President, Central Maine 
Power Co. 





, 1948 





Gen, 


rr Co, 





EE 
wer & 





S 
Penn 


N 
Maine 








June, 1948 


it should in all fairness be the decision 
rendered,” Commissioner Hooker said. 

A six-point program for the electric 
utility industry, with a “total scale so 
tremendous as to dwarf the ponderous 
bureaucratic programs of our rivals 
across the seas,” was recommended in 
the session’s concluding address by 
Chester H. Lang, vice president and 
general manager of sales, Apparatus 
Department, General Electric Com- 
pany. 

Continued plant expansion ; vigorous 
public relations programs; willingness 
to fight for sound financial results; 
acceptance of climbing money rates; 
organized recruiting of personnel, and 
accelerated selling programs, were 
cited by Mr. Lang as “the main planks 
in your platform for the future, to 
cope with the difficulties ahead. 

The electric utilities’ $6 billion ex- 
pansion program, Mr. Lang said, is 
a “giant stride.” But, he added, there 
is a growing recognition that even 
this is not enough; that as the Ameri- 
can economy expands, the power in- 
dustry, in its traditional role of lead- 
ership must double and triple its capa- 
city to generate electric power.” 


Second General Session 


Speaking first on Wednesday morn- 
ing was Cyrus S. Ching, Director, 
Federal Mediation and Conciliation 
Service, Washington, D. C. Mr. Ching 
stressed the responsibilities of both 
labor and management to their coun- 
try as well as to the groups they 
represent. 

“Collective bargaining as such—and 
there is no particular magic to it— 
can be made one of the constructive 
forces in our whole national economy, 
in our whole political setup, in our 
government itself, if labor and man- 
agement will make up their minds that 
they are going to accept the responsi- 
bility that goes with it,” Mr. Ching 
declared. 

He outlined the history and scope 
of his organization’s activities and 
summarized its goal by saying, “If we 
in this service can so operate that we 
will eliminate the major portion of the 
labor disputes that come up, then | 
think we will be rendering a 
service.” 


real 


Alan H. Temple, Vice President of 
the National City Bank of New York, 
emphasized that the electric utilities’ 
Operating income will have to increase, 
if the industry is to “attract additional 
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Ex_Mer L. LINDSETH 


New Vice President of the 
Edison Electric Institute 


Mr. Lindseth was graduated from Miami 
University in Ohio in 1923 with an A.B. 
degree, received a B.S. degree in mechanical 
engineering from the Case School of Ap- 
plied Science in 1925, and went on to Yale 
University to receive an M.S. degree. In 
1946, 


honorary degree of Doctor of Science. 


the Case School awarded him an 


Starting as a test helper in 1924 with 
The Cleveland Electric Illuminating Com- 
pany, Mr. Lindseth became successively pro- 
duction engineer, executive engineer, assist- 
ant to the president, and vice president. He 
was elected to his present position as presi- 
dent of Cleveland Electric in 1945. 





investment on favorable terms, sup- 
port the increased overhead and capi- 
tal charges, and maintain a favorable 
credit position.” 

“Plant additions financed, not from 
retained earnings, but from the sale 
of securities must show a rate of 
return sufficient to attract further 
capital, in competition with the re- 
quirements of other industries,” Mr. 
Temple said. 

“Conservative investors are attrac- 
ted by the industry's growth and stabil- 
ity. But they cannot feel entirely free 
of concern induced by declining mar- 
gins. Should the industry ever ap- 
proach a saturation point, a continua- 
tion of this long-term trend of margins 
would prove destructive. To maintain 
the attractiveness of utility securities 
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for conservative investors, every effort 
should be made by the industry and by 
regulatory authorities to check the 
decline in the profit margin on sales,” 
Mr. Temple concluded. 

The possibility of “an orderly mar- 
ket, with a reasonable chance for 
everybody to finance at reasonable cost 
as he goes along” was forecast in the 
closing address of the session by Ed- 
ward Hopkinson, Jr., partner in 
Drexel & Company, Philadelphia. He 
stressed, however, that companies 
planning to issue securities must be 
sound financially, and should avoid 
“flooding the market with securities 
designed to produce cash beyond cur- 
rent requirements.” 

“If electric utility companies are 
going to finance to the best advantage 
their new capital requirements, they 
must make every effort to maintain 
or build up sound capital structures. 
The cost of money has a direct rela- 
tionship to this factor. It can also be 
demonstrated that the harder the 
going in the money market, the more 
difficulty will be experienced by the 
companies with the weaker capital 
structures,” Mr. Hopkinson asserted. 

Remarking that over two-thirds of 
the amount of net security issues dur- 
ing 1947 took the form of bonds, Mr. 
Hopkinson said that “My greatest con- 
cern is in the ability of companies to 
market common stocks to keep the 
capitalization ratios in good balance 

On new offerings of common 
stock, the yield has had to be, and 
will probably continue to have to be, 
exceedingly attractive. It is obvious 
that it is enlightened self-interest for 
any utility company to keep its struc- 
ture, as nearly as possible in sound 
balance, so that it may realize a favor- 
able investors’ appraisal of its securi- 
ties, whether they be bonds, preferred 
stock or common stock.” 

The presently unsatisfactory con- 
dition of the common stock market, 
Mr. Hopkinson said, has led to the 
use both of debentures and of pre- 
ferred stock convertible into common 
stock, as an alternative to direct mar- 
keting of common stock. The principal 
disadvantage is one of mechanics in- 
volving the use of bonds in one hun- 
dred dollar pieces, and the problem 
of the small stockholder who usually 
receives only fractional rights to sub- 
scribe, and to whom the subscription 
itself is probably hardly suited with 
its low interest rate. 
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Third General Session 


An examination of utility rate 
structure and its relationship to the 
nation’s economy was offered by Dr. 
Lionel D. Edie, president of Lionel 
D. Edie and Company of New York, 
to start the Wednesday afternoon 
session. 

Stating emphatically that “the 
downtrend in the unit price of the 
product of this industry must not only 
stop; the trend of the price must turn 
upward,” Dr. Edie went on to say that 
the purchasing price of the dollar has 
shrunk at least 40 per cent since 1939. 

The change in the value of money 
has effected the living cost of the 
stockholder as well as everyone else, 
he asserted. The stockholder will no 
longer be satisfied with a steady divi- 
dend in nominal dollars. He will be 
seeking dividend stability “in the sense 
of real purchasing power.” 

“The time has come,” Dr. Edie 
declared, “when this will prove to be 
a vital factor in the raising of new 
capital by the equity route.” In con- 
clusion, he said, “We have come to 
the point in this great postwar period 
where rate increases are necessary in 
order to give the equity investor the 
protection which he needs if he is to 
put up the new capital and to keep 
the utility industry in a sound and 
well-balanced financial position.” 

More than 30,000 kilowatthours per 
minute will be added to the annual 
sales volume of the electric utility in- 
dustry through the next 10 years, 
Gwilym A. Price, president of the 
Westinghouse Electric Corp., pre- 
dicted. 

A total increase in utility sales of 
157 billion kwhr is expected during 
this period, Mr. Price said, which will 
raise the total annual sales to 374 
billion kwhr. His predictions were 
based upon an extensive survey re- 
cently completed by Westinghouse 
engineers. 

“Within the next decade, the power- 
generating facilities of our country 
will need to grow to about 95 million 
kw, representing an increase of about 
80 per cent over the present installed 
capacity,” Mr. Price said. “In the 
next 10 years you may spend for new 
construction an amount equal to the 
present value of your utility plant 
after 60 years of growth.” 

A 73 per cent increase in average 
use of electricity by residential custom- 
ers, bringing domestic use to an aver- 
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age of 2,400 kwhr per home per year; 
an increase in use of electricity per 
farm to 4,000 kwhr; a rise in use of 
power by small business by more than 
50 per cent, and even higher increases 
by large industries, were all forecast 
by Mr. Price. 

“Double taxation, high brackets and 
the capital gains tax are the chief 
obstacles in the way of coaxing equity 
funds or risk capital into the Ameri- 
can economy, where it is sadly 
needed,” Lee P. Stack, vice president 
of the John Hancock Mutual Life 
Insurance Company, told the con- 
vention in the afternoon’s final address. 

“The scarcities which now plague 
us are only partly a result of the war, 
but more directly the result of making 
it unattractive to our citizens to enter 
into or continue productive business,” 
he declared. “Why should anyone 
want to build these plants with our 
graduated surtax staring him in the 
face? Should the venture succeed, the 
surtax would reap the reward, and 
should it fail, the owner would lose 
his shirt. Neither is there reason to 
buy stock in a corporation contemplat- 
ing the same venture. If successful, 38 
per cent will go for federal taxes, and 
there might also be a state corporation 
tax; after which, the stockholder 
would still be subject to high brackets 
upon his dividends. 


“Now our people take no chances 


because there are no commensurate 
rewards. Such a system will wreck 
any nation There is a good 


appetite now for bonds, but practically 
none for stocks, for the simple reason 
that have changed their 
habits of thrift. Such a freak situation 
is anything but healthy. Being thwar- 
ted in his efforts to build up a com- 
petence, the individual is turning to 
pension funds for his old age and 
putting tht rest of his savings into 
avenues largely free from risk,” Mr. 
Stack declared. 


Americans 


Fourth General Session 


With the presentation of the Claude 
L. Matthews Valor Award and the 
Reddy Kilowatt Award, H. M. Saw- 
yer, Chairman of the E.E.I. Prize 
Awards Committee, opened the pro- 
ceedings on Thursday morning. The 
full Prize Awards Report appears else- 
where in this issue of the BULLETIN. 

The Valor Award went to a ten- 
man line crew, headed by line crew 
foreman J. A. Pollock, of the Georgia 
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Power and Light Company, St. Peters- 
burg, Florida, for their courageous 
work in preventing a serious fire from 
interrupting electric service at West 
Bainbridge, Georgia. 

The Reddy Kilowatt Award for the 
best 1947 annual report was won for 
the second consecutive year by the 
Union Electric Company of Missouri, 
St. Louis, Missouri, J. W. McAfee, 
president. Receiving honorable men- 
tion for their reports were the Puget 
Sound Power and Light Company, 
Seattle, Wash., Frank McLaughlin, 
president; the San Diego Gas and 
Electric Company, San Diego, Calif., 
L. M. Klauber, president; and the 
Wisconsin Power and Light Company, 
Madison, Wis., Grover C. Neff, presi- 
dent. 

“Working for the communities is 
good business because we cannot pros- 
per unless our communities and cus- 
tomers prosper first,” the convention 
was told by A. C. Spurr, president 
of the Monongahela Power Company, 
of Fairmont, West Virginia. 

“Certainly no industry so filters 
through the entire life of a commun- 
ity as does an electric power com- 
pany,” Mr. Spurr continued. “Noth- 
ing new is started without our service, 
be it a new house, store, factory, or 
improvements in the standard of liv- 
ing on a farm—all stem from our 
service, so of course we are vital to 
the community. And by the same 
token, if we are to grow and prosper, 
the community and what makes it tick 
are equally vital to us.” 

The Monongahela Power Company, 
Mr. Spurr said, is “trying everything 
in the book—agriculture, industry, 
housing, recreation, conservation, for- 
estry,” in its program for territorial 
and agricultural development of the 
area it serves. ‘We have learned that 
the best way to get the job done is to 
work through community leadership 
and the recognized agricultural, civic 
and governmental development groups 
. . . Our job is to implement their 
programs with services we are parf- 
ticularly fitted to render—electric 
power, widespread area coverage and 
promotion.” 

“Everyone in our territorial develop- 
ment department is there because wé 
want to make money,” Mr. Spurr em- 
phasized. “Ours is not a philanthropic 
or altruistic move, nor a public re- 
lations stunt, but plain good business. 
We’ve been pretty frank, and that 
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frankness hasn’t hurt us. We admit 
we’re in community and _ territorial 
development to make money. We can’t 
make money unless the people we are 
serving make money—so it becomes 
good business on our part to do what- 
ever we can to help them get it first.” 

Dr. H. H. Bennett, Chief of the 
Soil Conservation Service of the U. 
S. Department of Agriculture, em- 
phasized the importance of soil con- 
servation and flood control to the 
business community in general, and to 
the utilities in particular. 





An important phase of soil conser- 
vation activities, Dr. Bennett said, is 
the prevention of siltation of hydro- 
electric reservoirs. “The only practical 
way to prevent siltation is to carry out 
a good job of soil conservation work 
that will keep soil in the fields, and 
out of stream channels, reservoirs, and 
ditches Utilities have a direct 
financial interest in control of erosion 
on the watersheds supplying the run- 
off that fills the hundreds of hydro- 


electric power reservoirs throughout 
the country.” 


Pointing out that “over the last 100 
years, we have allowed something like 
half of our farmland to be damaged 
by erosion,” Dr. Bennett went on to 
say that “recently much helpful in- 
terest in soil conservation has been 
shown by our _ utilities, railroads, 
manufacturers, bankers and others. . . 
It is encouraging evidence of our in- 
creasing interest, nationwide, in the 
welfare of the only resource we 
possess without which people cannot 
get along here on earth—our produc- 
tive land.” 


Accident prevention in electric util- 
ity companies is the responsibility of 
top management, and “when this ques- 
tion of lives and safety is delegated 
wholly to the operating forces below 
the range of top management, the 
question becomes ‘nobody’s business,’ ” 
A. T. O’Neill, president of the Buffalo 
Niagara Electric Corporation, Buffalo, 
N. Y., told the delegates. 
substitute for sus- 
tained active participation by the 
heads of the organization,’ Mr. 
O'Neill warned. “If we want a safe 
organization badly enough, then we 
ought to be able to keep at it on a 
day by day basis . .. Every hour that 
we devote to accident prevention will 
be returned many fold in a safer, hap- 
pier and more efficient organization.” 


“There is no 
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Winding up the morning session, 
Harold S. Sutton, treasurer of the 
Consolidated Edison Company of 
New York, Inc., based his address 
upon an extensive stockholder survey 
recently completed by the Consolidated 
Edison Company. 


“What are the regulatory authori- 
ties doing to help the stockholders to 
cope with the rising living costs? Divi- 
dend increases have been fairly com- 
mon among the industrials, but very, 
very scarce among the utilities,” Mr. 
Sutton charged. 

He declared that “at least one of 
the commissions has called attention to 
the fact that the utilities have a public 
duty to continue to expand their facil- 
ities, even at present high prices, in 
order to provide adequate service for 
their customers, and that the con- 
sumers must be prepared to pay rates 
reflecting such high costs. This 1s 
progress in the right direction.” 


Fifth General Session 


A call for an “aggressive public in- 
formation program,” to be sponsored 
by the electric utility industry, which 
would “go on the offensive and tell 
what is wrong with government ad- 
ventures in collectivism,” was sounded 
by J. B. Thomas, President of the 
Texas Electric Service Company, Fort 
Worth, Texas, to start the final ses- 
sion on Thursday afternoon. 


The Institute “has stood for years, 
complacently, while advocates of so- 
cialism and communism have attacked 
it, without making any aggressive and 
effective counterattack,” Mr. Thomas 
charged. “If we are to survive and 
grow as we should, it is time to wake 
up the great placid organization we 
have in E.E.1., and put it to work 
aggressively, so that the public may 
know the facts about our business and 
about those who unfairly seek to tear 
it down,” he declared. 

Advising that the industry should 
set up a committee of leading utility 
executives to “lay out a well planned, 
well organized, constructive public in- 
formation program,” Mr. Thomas 
urged his audience to “really get into 
the fight between private enterprise 
and socialism, such as now is exempli- 
fied by the contest between this well 
placed industry that has met the real 
needs of our country without public 
subsidy, and the collectivism exempli- 
fied by governmentally financed proj- 


Page 171 


ects, subsidized out of the taxpayers’ 
pockets, tax-free and politically run.” 

“Continuation of growth can be the 
largest single factor in contributing to 
the ability of electric utilities to meet 
successfully today’s changing condi- 
tions. Top utility management has a 
definite obligation to recognize the 
need for well-directed and intelligently 
planned selling, consistent with each 
local condition,” George E. Whitwell, 
vice president of the Philadelphia 
Electric Company, told the convention. 

“Stability and value of employment, 
security for employees, and satisfac- 
tory financial results in all branches of 
the electric industry depend upon 
maintaining and increasing the volume 
of sales of electricity . . . We cannot 
escape the responsibility we have to 
the economy of the whole country in 
doing our utmost to maintain its con- 
tinued well-being. The successful dis- 
charge of these responsibilities will be 
determined importantly, in my opinion, 
by adequate development of both the 
quantity and quality of utility sales 
effort,” Mr. Whitwell concluded. 

The electric utilities’ long record 
for downward trend of rates “is no 
reason why they should now stand 
back when increases may be needed, 
while others have maintained their 
former position in the economic scale 
by obtaining increases in their wages, 
prices and rates for service,” E. N. 
Strait, Chairman of the E.E.I, Rate 
Research Committee, said in the con- 
vention’s concluding address. 

The obtain large 
amounts of new generating capacity, 
at “construction costs far exceeding 
anything known before;” large in- 
creases in wage rates and prices of 
materials, and the need for adequate 
revenues to support the utilities’ finan- 
cial program, were cited as reasons 
for increased attention to rates on the 
part of utility management. 


necessity to 


“Regulatory commissions have two 
basic obligations to perform. One is 
to see that rates are fairly and reason- 
ably dealt with in the interests of boti 
customer and company; the other, to 
insure adequate service, which requires 
that the utility must be enabled to 
raise sufficient capital to provide it,” 
Mr. Strait declared. “There are many 
indications that regulatory 
sions understand the present financial 
need of the utilities, and have a sym- 
pathetic attitude toward what is neces- 
sary to enable the companies to meet 


commis- 
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their capital requirements. The fore- 
most necessity is adequate revenue.” 


Accounting Division Meeting 

Discussion of “Electric Utility Fi- 
nancing,’ a paper by Harold Scaff, 
vice president of Ebasco Services, Inc., 
began the Monday morning meeting 
of the Accounting Division General 
Committee. 

Mr. Scaff declared that the indus- 
try’s expansion program, coupled with 
the effects of rising costs on net earn- 
ings have temporarily caused electric 
utility equities to lose some of their 
investor appeal, but expressed the 
opinion that instead of a detrimental 
effect, the program would actually re- 
sult in greater revenues at decreasing 
unit costs. The substitution of mod- 
ern, efficient plant for obsolescent fa- 
cilities, together with other improve- 
ments and economies, possibilities for 
which are greater than generally real- 
ized, will produce net earnings suffi- 
cient to attract the necessary equity 
capital. 

Announcement was made of the for- 
mation of a new committee to cope 
with problems arising from the capital 
expansion program. Charles Drum- 
mond of the Virginia S.C.C., sugges- 
ted that representatives of regulatory 
agencies, as well as investment bank- 
ing houses, institutional investors, and 
economists be invited to attend meet- 
ings of the new group. 

Leonard Spacek, partner in Arthur 
Andersen and Company, Chicago, 
asked for simplification of terms used 
in annual reports. He noted that the 
special accounting terms used in such 
reports were often not completely un- 
derstood by accountants, and hardly 
understood at all by the average in- 
vestor. 

Simplified income statements, con- 
densed financial information, and 
elimination of footnotes not absolutely 
necessary were also recommended by 
Mr. Spacek for consideration when 
annual reports are prepared. 

Dr. B. S. Rodey, assistant secretary 
and tax manager for the Consolidated 
Edison Company of New York, re- 
ported on the work of an Industrial 
Relations committee headed by H. K. 
Breckenridge. Dr. Rodey stated that 
the committee is preparing a booklet 
to help the utilities recruit young, tech- 
nically trained men, and that the in- 
dustry’s accountants have a strong in- 
terest in this endeavor. 
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Commercial . Division Meeting 


Preparation for sales in the future 
must be made by selling now, was the 
dominant theme of the meeting of the 
Commercial Division General Com- 
mittee on Monday morning. 

J. S. Schuchert of the Duquesne 
Light Company stressed this under- 
lying idea in his remarks on the Plan- 
ned Lighting Program. It is probable, 
he predicted, that the utilities will 
have capacity to spare before the re- 
sults of selling Planned Lighting are 
really apparent. 

The salesman’s eye to the future 
was demonstrated further when Harry 
Restofski, West Penn Power Com- 
pany, chairman of the Better Light- 
Better Sight Bureau described the 
methods by which knowledge of good 
lighting will be brought to school chil- 
dren. The National Education As- 
sociation is cooperating in the project, 
and a teacher’s guide, instruction leaf- 
lets and quiz sheets on the 5th and 
6th grade level are now ready for 
distribution. 

J. R. Hartman, vice president, Cin- 
cinnati Gas and Electric Company, 
emphasized that industrial power sales 
result from many calls over a consider- 
able period of time. “It is later than 
you think,” he warned as he pointed 
out that the power sales recess during 
the war represents a gap that must 
be filled. 

Attention was called to the inroads 
diesel competition was making in resi- 
dential and rural service by J. M. 
Stedman, general sales manager of the 
Pennsylvania Power and Light Com- 
pany. Mr. Stedman also described the 
new E.E.I. activity on all-electric 
kitchens, which will be ready this fall. 

R. F. Hartenstein, Ohio Edison 
Company, reported that distribution 
of an installation manual for electric 
water heaters is now under way; and 
that a manual is being prepared for 
ranges. An over-all industry attack on 
the problem of inadequate wiring is 
being pushed in cooperation with the 
National Adequate Wiring Bureau, 
and, he reported, plans for promotion 
of circuit 
made by manufacturers. 


breakers are now being 

A preview of “Lighting the Home 
the Sunshine Way,” a new sound slide 
film, was given by R. S. Bell of Com- 
monwealth and Southern. The film 
will aid in training home lighting rep- 
resentatives. 
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In the final look-ahead of the meet- 
ing, a newly organized committee on 
television was reported on by its chair- 
man, Frank C. Pesveyce of the Public 
Service Electric and Gas Company of 
Newark, who listed as its objectives 
studies of what television does to the 
residential load; how utilities can get 
into television programming ; and how 
the utilities can promote television if 
investigation shows sufficient promise. 


Engineering Division Meeting 


The major portion of the Monday 
morning meeting of the Engineering 
Division General Committee was de- 
voted to an address by H. K. Breck- 
enridge, vice president of the West 
Penn Power Company, in which he 
assessed the progress made in improv- 
ing the attitude of engineering gradu- 
ates and college faculties toward em- 
ployment in the electric utility indus- 
try. 

Although the attitude is more favor- 
able than it was last year, there is still 
room for improvement. The change 
for the better which has taken place 
can partly be attributed to the expan- 
sion program which offers promising 
careers for today’s engineering gradu- 
ates, and also to the feeling that ca- 
reers in aviation and electronics have 
been oversold. 

Mr. Breckenridge warned that there 
is a great deal yet to do. In outlining 
the task, he summarized the findings 
of a recent report, “Employment of 
College Graduates by Utilities,” pre- 
pared jointly by the Industrial Rela- 
tions Committee and the Engineering 
General Committee. It calls on the in- 
dustry to do three things: 

1. Study job needs more carefully 
before attempting any recruit- 
ing. 

2. Adopt 
tices. 


better recruiting prac- 

3. Institute training programs for 

cadet engineers. 

Indications show that the industry’s 
recruiting problem is far from solved, 
since companies are getting only 50 to 
75 per cent of this year’s requirements, 
so far, Mr. Breckenridge noted. 

Although increasing interest is being 
shown by greater numbers of students 
in the utilities, keen competition ts 
faced from other industries, particu- 
larly oil and chemicals. Utility salar- 
ies, although adjusted and progres- 


(Continued on page 206) 
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The Electric Industry in 1948— 
The President’s Address 


An Address before the Sixteenth Annual Convention of the 


AM going to depart from the cus- 
I tomary president’s report, and 

devote most of what I have to 
say to what the future, may hold for 
us, and what we should do to insure 
meeting our responsibility as an essen- 
tial part of the national economy, But 
first I want to discuss briefly what 
the Institute has been doing and what 
it is accomplishing, especially in laying 
the foundation of fact, research and 
study for the steps we must take. 


Institute Activities 


The past year has been a busy one 
for the Institute, its departments and 
its committees. I commend to your 
attention the many engineering discus- 
and papers which have been 
made available to the industry through 
the Institute and by its publications. 
They give to all the benefit of the 
special knowledge, investigations and 
advanced thinking of the various utili- 
ties—constitute a forum for discussion 
and the exchange of ideas so neces- 
sary if we are to keep abreast of our 
rapidly advancing art. 

Industry problems having to do 
with accounting, rates, personnel, in- 
surance, material supply, transporta- 
tion equipment, operating methods, 
design, power sales and the many other 
matters which concern us have had 
careful consideration by the Commit- 
tees of the Institute. Committee mem- 
bers have been liberal with their time 
and skill in making the work they 
have undertaken successful and fruit- 
ful, and I know you will all join with 
me in expressing our gratitude for 
their efforts. 

As you know, the Institute conducts 
joint research and committee work 
with other trade associations. Sub- 
stantial and important progress has 
been made by these joint undertakings, 
especially in the heating field, and in 
standardization. 

The Institute is 


sions 


looking ahead 


By Charles E. Oakes 


President, Edison Electric Institute 


Atlantic City, N. J., June 1, 1948 
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towards the day when we must once 
again sell electric service. It is spon- 
soring sales training courses, a plan- 
ned lighting program and a national 
sales program on electric kitchens. 
Other steps are in the making. 

You will receive reports from time 
to time as to the findings and recom- 
mendations of these various commit- 
tees. You will hear some of the results 
of their activities during the talks 
which will be made before you during 
the convention. So much is being done 
by these varied groups of forward- 
looking and devoted men who are the 
backbone of the Institute that it is 
impossible within the scope of a single 
address such as this, to begin to cover 
it all. In the narrow sense, the electric 
companies are the direct beneficiary 
of their activities, but our customers— 
the housewife enjoying the efficient 
service of an electric range, the manu- 
facturer increasing plant production 
with infra-red or electric furnaces, 
and the farmer who produces more 
with the aid of his electrical hired 
hands—these are the ultimate benefici- 
aries of the interchanges of informa- 
tion at the committee conference tables 
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and the studies, the reports and hand- 
books which the committees produce. 

The key to the power supply of the 
nation is the business-managed, tax- 
paying utilities of the country. Last 
year they generated 81.4 per cent of 
the power, and made 86 per cent of 
the sales to ultimate consumers, ex- 
clusive of the energy produced by in- 
dustrial plants not contributing to the 
public supply. Their responsibility 
therefore is great. 


Load and Capacity Situation 


The load and capacity situation has 
been, and promises to be, of great 
concern to all of us. The demand for 
electric power continues to rise month 
by month. New and expanded uses 
of electricity are developing, labor 
costs of industry and in the home are 
placing a constantly increasing prem- 
ium on greater applications of electric 
power. Last year’s production of elec- 
trical appliances is illuminating on 
this point. It was three times the pre- 
war production in volume. Thus, de- 
spite the fact that additions of new 
generating capacity this year will be 
much larger by far than in any pre- 
vious year in the history of our indus- 
try, the growth of power demand in 
1948 is expected to nearly absorb the 
new capacity added during the year. 
It now appears that for the country 
as a whole the margin of reserve in 
December, 1948, will be only slightly 
larger than it was last year. The power 
supply this year will be tight, but 
adequate. The consensus seems to be 
that it will be three more years before 
normal reserves can be restored. 

Obviously, we cannot add genera- 
tion faster than the manufacturers can 
make it. In the early part of World 
War II the War Production Board 
diverted to military use 2,200,000 kw 
of steam generating capacity ordered 
for utility use. We have not yet re- 
placed the shortage of reserve capacity 
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caused thereby. During the conflict we 
put in every kilowatt we were allowed 
to have. We swamped the manufac- 
turers with postwar orders, at a time 
when they were struggling with re- 
conversion and shortages of material 
and labor. Although deliveries are 
very slow, they are steadily increasing 
in volume. The utility industry ex- 
pects to install about 4,600,000 kw of 
new generating capacity this year. 
Only once, in 1924, when 3,800,000 
kw were installed, did the rate ap- 
proach anywhere near this year’s fig- 
ure. Construction for the first quarter 
of 1948 was 115,000 kw ahead of the 
schedule for that quarter. 

Steam turbine manufacturers are 
booked to capacity three years ahead. 
Their capacity is being increased to 
5% million kw per annum for central 
stations and another % million kw for 
isolated industrial plants. From V-J 
Day to the end of 1951, about 23,000,- 
000 kw of generating capacity will 
have been installed, of which amount 
18% million kw will have been put 
into service by the utility companies 
and about 41% million by various gov- 
ernmental agencies. Even at this tre- 
mendous rate of manufacture, how- 
ever, it will be 1951, barring any in- 
terruptions, before the companies’ esti- 
mates indicate a suitable reserve. 

Other equipment and materials con- 
tinue in short supply, but the situation 
is improving steadily. The perform- 
ance of the manufacturers of power 
supply equipment, in my opinion, is 
beyond any comparable achievement 
in peacetime industrial history and 
they are entitled to our hearty com- 
mendation. I take this occasion to jay 
tribute to this, their latest of jméfhy 
achievements, 


The Growing Demand for Electric Power 


A few figures will convey a little 
more clearly the growth picture for 
electric service. We are continuing to 
add new customers at a record pace. 
The 1946 record broke the previously 
high 1924 record for new customers 
added. The 1947 addition of custom- 
ers topped the 1946 record, and the 
first quarter of 1948 has run ahead 
of the first quarter of last year. We 
are, however, approaching saturation 
so far as existing establishments are 
concerned. Ninety-three per cent of 
occupied dwellings are now served, 
and service is available to 97 per 
cent. Construction programs under 
way will carry this latter figure close 


trial use of electric 
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to 100 per cent in another three to 
four years so that further increase in 
customers must depend entirely on 
population growth and new housing. 

For the past several months indus- 
power has re- 
mained about constant. This indicates 
that the available supplies of impor- 
tant materials and labor and economic 
considerations have for the present at 
least leveled off the general industrial 
expansion. For the longer range, how- 
the prospects are for much 
greater electrification of industry and 
continued expansion of electricity con- 
sumption. Constantly increasing wage 
levels called for greater and greater 
use of 


ever, 


electric labor-saving devices. 
New processes requiring electric power 
are being developed. 

In the farm and rural classes of 
service the rapid expansion increases. 
The farm customer is expected to 
double his present use in a very few 
years. Residential consumption, aver- 
about 1,500 
customer per annum, is also expected 
to continue rapid growth. Household 
help is prohibitive in cost. New con- 
cepts of comfort and convenience call 


aging now kwhr per 


for more and more electricity. 
Electric power and energy is th 

greatest bargain offered today in these 

United States. We must keep it so. 


Coordinated Operation 


It is observe the 
smooth running and well established 
practice of 


gratifying to 


interchanging power be- 
tween companies of the same general 
region wherever significant advantage 
in the public service can be gained. 
Many parts of the country are served 
by so-called power pools, operating 
on a basis which materially reduces 
the amount of reserve capacity form- 
erly considered desirable. 

In the interest of national detense 
and of economy, it is important that 
restrictive laws and regulations which 
in effect prevent or limit useful power 
interchanges should be eliminated, so 
as to permit the further 
their both 
with other utilities and with industrial 
plants and otherwise prepare to inte 


utilities to 


improve interconnections 


grate and interchange just as they did 
during the last war, but on a larger 
and more effective scale. 

The troubled 
ditions and this country’s adopted re- 


state of world con- 


armament program have raised a ques- 
ranks and among 
Washington authorities as to the ade- 


tion in our own 
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quacy of electric power for carrying 
out the present program and as to its 
adequacy in case there should arise 
a state of war. 

There will be adequate power to 
carry out the present rearmament pro- 
gram, although the high civilian con- 
sumption of aluminum plus the in- 
creased military demand may possibly 
require some adjustments in that re- 
gard. In case of war the nation would 
again be confronted with a conversion 
from civilian to wartime production. 
We would again have around-the- 
clock operation of factories, which 
consumes a much greater volume of 
electricity without materially increas- 
ing the demand. The question of 
shortages would soon boil down to 
relative considerations—shortage of 
manpower, shortage of materials, 
shortage of transportation. 

If I am correctly advised, govern- 
mental authorities at present view the 
outlook for electric power generally 
as more favorable than the outlook 
for these other basic elements of war- 
time supply. In other words, electric 
power generally is not regarded as the 
critical or limiting factor. 

A summary of the capacity situa- 
tion may be reduced to the following 
points : 

The United States has an ade- 
quate power supply at present, al- 
though reserve margins are narrow. 

There is a remarkably high degree 
of system coordination to get the 
most out of all the generating facili- 
ties within different areas, and _ be- 
tween areas. 

Everything is being done that can 
practically be done to add new 

capacity. 

The turbine factories are loaded 
to capacity. 

Because of this fact, the construc- 
tion of additional Federal power 
plants cannot augment the supply of 
power because then it will be a case 
of Government or private invest- 
ment rather than Government and 
private investment. 

The power situation is not critical 
now, and it will improve rapidly as 
the new equipment on order is de- 
livered, 


Financing 


Nearly every one of you has done 
some financing recently. I am_ sure 
that all of you are concerned about 
how to obtain the six billions of 
dollars that will be needed for the 
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expansion program that the business- 
managed utilities have under way, and 
which is being carried out during an 
inflationary period. 

Six billions of dollars is 40 per cent 
of the plant account of the industry 
at the end of 1947. It is $42 for every 
man, woman and child in the country. 
Raising such a sum is a great task for 
an industry that stands on its own 
feet, without benefit of tax exemption 
or government subsidy. 

The ability of the industry to finance 
the cash requirements of its construc- 
tion program over past years is well 
known. During the period 1937-1946 
the greater part of construction was 
carried on by cash generated from 
earnings. Financing operations were 
confined largely to refinancing exist- 
ing securities to obtain the lower in- 
terest rates of the prevailing money 
market. The industry financially is in 
the soundest condition of its history. 
Fixed charges for the use of capital 
in our industry have, over recent 
years, been sharply reduced. Capital 
investment, financed largely from 
earnings, increased $1.7 billions in the 
10 years ended 1947. Long Term Debt 
was reduced $580 millions. Write- 
downs of plant account of $2.7 billions 
were made. Annual rate of accrual 
for depreciation has risen from 1.7 
per cent of plant account to 2.4 per 
cent, while Depreciation Reserves on 
our Balance Sheet rose from 11 per 
cent in 1937 to 22 per cent in 1946. 
Long Term Debt in relation to utility 
plant was reduced from 50 per cent 
to 41 per cent. 


Equity Capital 

The financing, however, of a six 
billion dollar program in four years 
is an undertaking of such magnitude 
that we must turn to the investing 
public to supply most of it. Cash gen- 
eration within the companies from 
depreciation reserves, retained earn- 
ings and other sources will probably 
exceed $2.1 billions in the four-year 
period, leaving $3.9 billions to be 
raised by the sale of securities to the 
general public. If we apply to our 
capital needs the theoretical but well- 
balanced capital structure ratios of 
50 per cent bonds, 25 per cent pre- 
ferred stock and 25 per cent common 
stock and surplus, the division of this 
$3.9 billions would be debt and bank 
loans, $2.2 billions; preferred stock, 
$1.1 billions ; common stock, $600 mil- 
lions. Surplus and retained earnings 
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of $500 millions would provide the 
remainder of the equity capital. 

Let us now examine these amounts 
in relation to the requirements of in- 
dustry as a whole. Economists tell us 
that to support a $200 billion level of 
gross national product will require 
about $22 billions cash for capital ex- 
penditures. There are two sources for 
this capital. One is cash generation 
within business itself through depreci- 
ation reserves and retained earnings, 
and the second is the sale of new 
securities and bank loans. At current 
business levels, the amount of cash 
generation within business runs from 
$14 to $15 billions, so that approxi- 
mately $7 billions must be provided by 
private investors. Thus, the $1 billion 
required by the electric utility industry 
each year is approximately one-seventh 
of the total new requirements of all 
industry. 


Competition for Money Supply 

Obviously we have a serious prob- 
lem ahead of us. There will be com- 
petition for the limited supply of capi- 
tal to be available. The gas and tele- 
phone industry and the manufacturing 
industries will be calling on the in- 
vestment market at the same time for 
large sums of money for their capital 
improvement programs. So will other 
business. 

Our senior securities, of which ap- 
proximately 500 million dollars must 
be placed annually, are especially at- 
tractive for insurance companies and 
will find a ready market. The re- 
mainder of something more than $400 
millions per year must be equity se- 
curities or their equivalent, and these 
must be of such attraction to investors 
that they will find a ready market. 
It is impossible to market utility equi- 
ties without good, earnings, present 
and prospective. In addition, the se- 
curities must be especially attractive 
if the industry is to win out in com- 
petition with other business for the 
dollars. So far we have 
done well with this problem. In the 
first five months of 1948, new capital 
funds in the amount of $646 millions 
have been sold by electric utilities, 
bonds providing $513 millions, pre- 
ferred stocks $62 millions and com- 
mon stocks $71 Reported 


investors’ 


millions. 


temporary financing through bank 
loans has exceeded $68 millions. 
Our future prospects are good. 


Electricity is a great bargain, and gets 
to be a better one relatively every 
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day. The demand for it is growing 
rapidly. New uses for power are con- 
stantly being developed. The high cost 
of labor in home and factory prompts 
the use of cheap labor-saving elec- 
tricity. 

Technological improvements and su- 
perior management are increasing effi- 
ciency and lowering relative costs. 
Money rates are low. The proportion 
of our expenses exposed to inflation 
is relatively low when compared with 
many other businesses. 

So far we have coped with the in- 
flation which has taken place. We are 
the only business in the country that 
has not raised prices again and 
again. I fully appreciate that we can- 
not continue on this course for long 
should the inflation spiral continue or 
prices remain at current levels. But 
there is no danger that we will price 
ourselves out of our market, as some 
industries are doing. I am sure that 
the cost of electricity to the consumer 
in relation to his other expenses is 
going to continue to be lower and 
lower. 

We have much greater stability of 
earnings than most industries. We 
have no inventory problem. We sell a 
service essential in war and peace. Its 
cost is trivial to the householder, and 
of minor consequence to most busi- 


nesses. 


Inflationary Trends 

Our facilities are long-lived and the 
greater portion of them were built at 
pre-inflation prices. Over the past 10 
years our plant account per dollar of 
revenue has shown a reduction from 
$5.50 to $4. Even with an increase 
by 40 per cent of our plant account 
at present inflated prices, at the end 
of 1951 investment per dollar of rev- 
enue should still be under $5 per 
dollar of revenue. 

A runaway inflation would be ruin- 
ous to all alike. Like 
I believe that further inflation should 
be stopped. But if it is not, all business 
will be in the same boat. The situation 
of the utilities in relation to other 
businesses will not change for the 
worse. On the contrary it should im- 


everyone else, 


prove. 

We are in the main local industries. 
We can demonstrate our local char- 
acter with great effectiveness. Every 
dollar of our plant investment is in 
the area we serve. All our employees 
are local citizens who live and work 
in the area. Every customer must 
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perforce be a resident of the area. 
Many thousands of our customers are 
holders of our preferrred and common 
stocks. The list is growing daily. 
When the divestment program of the 
Holding Company Act is completed a 
few short years hence, over six- 
sevenths of all outstanding electric 
utility operating company common 
stocks will be in the hands of the in- 
vesting public and the remainder will 
be in holding companies set up on a 
local area basis. 


Attracting Investors 


Thus is presented to us a challenge 
and an opportunity. We should en- 
courage widespread ownership in our 
local areas of our equities. To do so 
we must pursue a reasonably conserva- 
tive policy to assure continuity of 
dividends at an established rate. This 
will attract the permanent investor. 
We may well consider sale of our 
equities to our customers on an in- 
stallment basis, thereby further in- 
creasing local ownership. 

For the reasons just given, utility 
securities will remain attractive to in- 
vestors, therefore we can more than 
hold our own in the competition for 
the funds of the investors. 

The end of hostilities did not bring 
peace to our country. Business recog- 
nizes the world-wide political and eco- 
nomic instability. We in the utility 
industry, as in all business, recognize 
the necessity for defense preparedness 
and pledge our facilities and organiza- 
tions to its accomplishment. 

We are called upon to aid Europe 
while we are hard pushed to take care 
of the needs of our own people. Taxes 
remain high. The pressure of inflation 
rises. The need for huge Federal rev- 
enues continues. Federal expenditures 
continue to absorb one-fourth of our 
national product and defense expendi- 
tures is one-eighth. The paramount 
problem in this country is the main- 
tenance of a high level of industrial 
production and business activity to in- 
sure the continued working of our 
economic system, which still has the 
maladjustments imposed on it during 
the depression and war years. How 
are we to insure continued high 
productivity ? 

A 25 per cent tax on the national 
product is not a tax on industry and 
business alone, it is a tax directly or 
indirectly on 60 million producers in 
every walk of life. Ten years hence 
the number will be 65 million. They 
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will need jobs. New productive facili- 
ties must be provided ; outmoded proc- 
esses replaced by new; new plants 
built to place new products and inven- 
tions on the market. This means the 
investment of risk-money by someone. 
This industry is concerned in two 
directions : 

a. New production facilities are 
synonymous with an increasing 
market for electricity. 

b. Our needs yearly for equity 
capital are an important percent- 
age of the total equity capital 
needs. 

A steady flow of equity capital into 
industry is the most important insur- 
ance of a high level of productivity. 
This industry should align itself with 
other industries and other public- 
spirited citizens to remove the road- 
blocks to the generation of equity 
capital. We mention only a few of 
these roadblocks. 


Roadblocks to Investment 


1. With Government expenditures 
equalling one-fourth of the na- 
tional product and defense ex- 
penditures taking one-eighth, it 
is apparent that Government ap- 
propriations in all other direc- 
tions should be stripped of all 
but essential spending, thus pro- 
viding a base for the reduction 
of taxes. The incidence of taxa- 
tion should be changed so that 
there will remain in the hands 
of the investor-taxpayer at least 
$7 billions per year which will 
provide the necessary equity to 
insure the present high level of 
production with continued em- 
ployment at present levels, and 
the insurance of employment for 
those who are reaching the age 
of wage earners. 

2. Double taxation of dividends 
should be ended. This tax dis- 
crimination works against equity 
financing. It tends to encourage 
corporate borrowing. The policy 
of the utility industry is gen- 
erally to put their common stock 
on a sound, conservative divi- 
dend basis. Our equity securities 
have an appeal to the small in- 
vestor. The elimination of double 
taxation on dividend would en- 
courage investment in our equity 
and would enlarge the base from 
which equity money could be 
drawn. 

3. The tax structure of the coun- 
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try, as now set up, has dried up 
the major sources of capital. It 
has ended the savings of people 
who ordinarily invest in busi- 
ness. Insurance is the only form 
of savings most people have to- 
day. We most earnestly hope 
that this situation will be cor- 
rected in the near future. On the 
present basis, taxes may destroy 
our way of life more completely 
than would a_ revolutionary 
movement to the left. 


Capitalism or Statism 


In addition to all this we are con- 
fronted with a battle for men’s minds; 
a struggle to prevent Communism 
from overwhelming us from within 
or impose its will upon us from with- 
out. We must win this conflict of 
ideologies cleanly and decisively; de- 
feat means the end of our liberties; a 
half-way or compromise victory may 
result in far-reaching and detrimental 
changes in our economic system, our 
way of life, and our standard of living. 

This complex and bewildering situa- 
tion is a challenge to every one of us 
to do our full duty and more, to think 
clearly, and to hold steadfast to the 
principles upon which our nation was 
founded, and which have guided us 
to our present position of strength, 
freedom and material prosperity. The 
challenge is especially great to the 
utilities. Adequate electricity is essen- 
tial in peace; it is of vital necessity in 
war. The utilities must provide it in 
abundance. If they do not, the Federal 
Government must shove them aside 
and do the job. 

Socialization of electricity is the 
very cornerstone of Communism and 
its ilk. So the utilities are in the fore- 
front of the battle against Statism. 
Some companies have already been 
lost. Others are in the midst of the 
struggle. Still others while presently 
somewhat removed from actual con- 
tact will, if socialization of our in- 
dustry continues, be drawn into the 
maelstrom as it nears your doorstep. 
In the end, we will win, lose or draw 
as an industry, not as individual com- 
panies. 

All of us favor flood prevention 
and control and reclamation, and that 
electric generating facilities should be 
installed at the Government dams 
where economically feasible. The pub- 
lic wants flood control and reclama- 
tion. It must be clear to them that 
there is no social or economic need 
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for the Federal Government to enter 
the power business in competition 
with taxpaying utilities under cover of 
supplying water to farmers or abating 
high water, The existing distributors 
of electric power in the area should 
market the power from Government 
dams. 

There are several practical ways in 
which the distributors could handle 
the marketing problem. One of them, 
or a group, could build the power 
house and install the generating equip- 
ment at each Government dam under 
Federal Power Commission license, 
pay taxes on these facilities, and also 
pay the Government for the use of 
falling water and the dam. The Gov- 
ernment in each case would retain full 
control over the dam, and operate it 
for its primary purpose of flood con- 
trol, reclamation or navigation, or a 
combination of these purposes, as the 
case may be. This method would 
afford the greatest relief to the tax- 
payers, and be of maximum aid to re- 
clamation, flood prevention and con- 
trol, and navigation. 


Government Power Projects 


The Government power house and 
generating facilities could be leased to 
the local distributors. Or the power 
could be wholesaled by the Govern- 
ment to distributors under long term 
contracts without discrimination as to 
price or conditions. 

The regulatory authorities having 
jurisdiction over the various utilities 
would, of course, see to it that fees 
and rates are fair, and that whatever 
benefits may result are properly dis- 
tributed and, where applicable, passed 
on to the consumers. 

The vast and widespread program 
of construction of Government dams 
that is under way and proposed means 
that under our present laws, socializa- 
tion of our industry will spread to 
many other sections of the country. 
There is no need of this happening. 

We are in the main local utilities, 
but in the economic structure of our 
country, we are an industry. On na- 
tional issues and policies, we will be 
judged by our accomplishments on 
a national basis. The failure of one 
utility to do its part hurts every other 
utility. A job well done is a boost for 
all. If we are to meet successfully the 
challenge of the times, we must think, 
act and talk as an industry which is 
part and parcel of American life. 

If we are to think as an industry, 
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we should broaden our horizons, and 
revalue what we do in the light of 
what it may mean to the industry as 
a whole. We should outline our ob- 
jectives and policies in our local areas 
and on a national basis. We should 
keep our aims before us, and shape 
our courses toward them. Our indus- 
try badly needs a cohesive philosophy, 
a creed, and a unified policy program 
to guide our actions so that everyone 
will know where we stand. 


Suggested Policies 


We should take our place beside 
others who are striving 
about— 

1. A full understanding of the ad- 
verse sociological effects of gov- 
ernment in business, the wither- 
ing results of a planned economy 
and the delineation between in- 
dividual rights and statism. 

2. The establishment of a sound 
tax program designed to allow 
and encourage the formation of 
the new capital needed for our 
free economy. 

3. The elimination of tax exemp- 
tion for proprietary businesses, 
both public and private, and the 
other valuable and unfair special 
privileges enjoyed by Govern- 
ment in business at the expense 
of everyone else. 

4. The utilities of the United States 
should continue to accept full 
responsibility for meeting the 
present and future electric power 
requirements generally of the 
territory they now serve, and of 
such other areas to which they 
can extend their 
from time to time. 
Each utility should improve its 
interconnections both with other 
utilities and with industrial 
plants, enter into interchange 
agreements, and otherwise pre- 
pare to fully integrate their op- 
erations on an area basis, in an 
even more effective manner than 
during the past war. 


to bring 


power lines 


wn 


I think we should advocate— 

6. The development of the water 
resources of the nation and the 
control of floods through pro- 
jects soundly conceived, well en- 
gineered, economically justified 
and administered so as not to 
destroy private business, and in- 
cluding, where warranted, the 
installation of generating facili- 
ties to utilize the falling water. 
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7. The promulgation of a construc- 
tive power policy by the Federal 
Government which would define 
its functions in relation to the 
power business, standardize its 
practices, delimit its activities 
and stabilize and reassure the 
industry. 

8. Our utilities should absorb and 
market power from new Gov- 
ernment dams by building the 
generation and transmission fa- 
cilities, or leasing the facilities, 
or purchasing the power output 
under long term contracts. 

9. Should the Congress decide to 
halt the growth of any Federal 
power undertaking or to divest 
the Federal Government of this 
responsibility it may have as- 
sumed in any area, the industry 
should stand ready to assume 
the electric power obligation to 
be surrendered. 

10. We should advocate the exten- 
sion of the authority of existing 
regulatory bodies to Public 
Power, so as to place these gov- 
ernment enterprises as nearly as 
possible under the same rules as 
the taxpaying utilities. 


Public Information Program 


This industry finds itself today in 
a position which is truly amazing. 
Each of us in our local 
confronted with a vast expansion pro- 
gram to take care of the needs and 
demands of our customers. We find 
ourselves facing the greatest need for 
financing in any period of our history. 
The industry is today a local industry 
in every sense of the word. Millions 
of shares of the securities of operat- 
ing companies are held by thousands 
of stockholders and the list is grow- 
ing larger daily. We have thousands 
of employees who have joined our 
ranks during the war and postwar 
years and had no experience in peace- 
time operation of the business. 

There is great need for a public 
information program at the local level 
to inform our customers, employees 
and our investors of the policies of 
the local company, its plans and pros- 
pects for the future, and the inter- 
dependence of the local utility and of 
the area it serves. 

At the national level, this industry, 
in common with other businesses, is 
facing the problem of a shortage of 
investment capital due to operation of 

(Continued on page 226) 
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The Importance of Keeping the Power 
Industry Financially Sound 


By Hon. H. Lester Hooker 


Commissioner, Virginia State Corporation Commission 


An Address before the Sixteenth Annual Convention of the Edison Electric Institute, 


O much has been written and 

spoken concerning the financial 

problems of the various public 
utility industries during the past year 
that is difficult to discuss the subject 
without appearing to plagiarize to 
some extent. 

You are all so thoroughly familiar 
with the tremendous expansion pro- 
gram confronting the industry that to 
burden you with a lot of statistical 
data or a discourse upon the factors 
motivating the expansion would be en- 
tirely unwarranted. In fact, it is my 
intention to avoid the use of statistics 
and figures as much as possible in this 
discussion. 

It has been estimated that in order 
to overtake and keep pace with the 
wartime and postwar growth of their 
business the utilities must spend in 
excess of $10 billion during the five- 
year period ending in 1951 and that 
one-half of this amount will be spent 
by the power industry. Over one yea 
of this program is now behind us and 
financing problems have already mani- 
fested themselves. 


Debt Securities 


It has been found that the sale of 
common stocks under existing market 
conditions is expensive and that pre- 
ferred stock issues are almost out of 
the question. This has given rise to 
large-scale financing through the is- 
suance of debt securities, with the 
debenture playing a very important 
part in the program. Of the new 
money financing performed by utilities 
during the first nine months of 1947, 
debentures constituted 58 per cent of 
the total issues, mortgage bonds 26 
per cent, preferred stocks 6 per cent, 
and common stocks 10 per cent; an 
aggregate of 84 per cent in debt se- 
curities and 16 per cent in equity se- 
curities. Of the common stocks only 
one-fifth were disposed of through 
direct sales to the public, four-fifths 
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having been sold through subscription 
rights. 

This growing tendency to finance 
through the issuance of debt securi- 
ties, while prompted by current eco- 
nomic should be given 
careful consideration from the stand- 


conditions, 


point of avoiding the difficult prob- 
lems which may result from the crea- 
tion of excessive debt ratios. 

We find ourselves in the anomalous 
position of having tremendous growth 
of an industry present serious financial 
problems. In the case of a non-regula- 
ted industry, greatly increased de- 
mands for its product, or service, will 
result in 
additional 
pelled to than its 
capital requirements may be econom- 
ically met. 


the necessity of securing 
capital, but it is not com- 
any 


oTOW faster 


This should not be construed as in 
timating that the growth which the 
utilities are experiencing is detrimen- 
tal to the utilities; nor should _refer- 
ence to problems entailed by growth, 
as contrasted with the effect of 
growth upon non-regulated industries 
be taken as inferring that regulation 


is in any way detrimental to public 
utilities. You all know that regulation 
of an industry, which is monopolistic 
in character, is a protection to the 
industry as well as to the rate payer, 
when such regulation is wisely ad- 
ministered. 

That the time-worn expression “his- 
tory repeats itself” cannnot be treated 
lightly, is all too obvious today, es- 
pecially to those of us who have lived 
in this world for more than thirty 
years. We can, however, benefit by 
past experience in cases where the co- 
operative efforts of those empowered 
to act can be obtained. It is with this 
in mind that we will turn back the 
pages and review briefly the financial 
history of the utilities for the past 
twenty-eight years. 


Wars 


During the 1920 to 1930 decade, or 
the postwar period following World 
War I, the electric power industry 
experienced enormous growth due to 
increased demand for its product, 
which was largely stimulated by ex- 
tensive sales effort during the general 
industrial growth which took place 
throughout the country. You will recall 
that there was a substantial amount 
of competition occasioned by the pro- 
vision of power through central sta- 
tion service as opposed to the provi- 
sion of such power through generating 
stations, constructed individually by 
industrial enterprises. The sales efforts 
of the power industry resulted in vast 
increases in central station generating 
facilities and the integration of such 
facilities. The fact that the public 
benefited through substantially lower 
power costs as a result of these efforts 
well known to warrant any 
further discussion now. This reference 
is made to emphasize an essential dif- 
ference between conditions which ex- 
isted during the post World War | 
expansion period and those existing 
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today, even though there is a similar- 
ity in the resulting financial require- 
ments. 

The value of the service rendered 
by the power industry is better recog- 
‘nized today than it was during the 
1920 to 1930 decade ; the necessity for 
expansion is to meet demands which 
are demands in the true sense of the 
word; volume of increase is greater, 
and the unit costs have been, and are 
being increased, by unprecedented in- 
creases in labor costs as well as cost 
of material. The fact that electric 
service now sells itself increases the 
requests for service made by the pub- 
lic through regulatory authorities, 
thereby making the meeting of in- 
creased requirements more of a mutual 
problem for the industry and_ the 
regulatory agencies. 

Although not peculiar to one indus- 
try, unfortunately, there were some 
individuals in the power industry dur- 
ing the 1920’s, who, either knowingly, 
or unwittingly, exercised an unwhole- 
some influence over financing prac- 
tices. In many instances new money 
was obtained through the issuance of 
debt securities to such extent that very 
high debt ratios resulted. This was 
manifestly unwise, particularly in 
view of the high interest rates pre- 
vailing at the time. 


The Depression Era 


Hindsight is easier than foresight 
and there is no intention to be hyper- 
critical of the judgment exercised at 
a time when abnormal prosperity was 
rampant, and there is little evidence 
of much thought having been given 
at the time to the possibility of the 
sudden market collapse which was 
just around the corner. 

We are all familiar with the tre- 
mendous growth of the power indus- 
try during that period and that, as a 
whole, it weathered the depression of 
the 1930’s in good fashion, 

The fact remains, however, that the 
companies that were too heavily laden 
with debt had to undergo financial re- 
organization and that there were 
heavy losses incurred by many holders 
of equity securities. 

That is what must be avoided now 
and you will all agree that capital 
structures must-be built upon bases of 
sufficient strength and_ stability to 
withstand any depression which may 
follow the period of inflation in which 
we now find ourselves. 
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Beginning in the early Thirties the 
cost of money, particularly borrowed 
capital, declined steadily, with the re- 
sult that allowable rates of return 
were reduced by regulatory authori- 
ties. During the past several months, 
however, interest rates have been stiff- 
ening, thereby reducing the differential 
between the return on equity capital 
and the return on borrowed capital. 
This has made utility common stock 
less attractive to the investor, particu- 
larly to those wealthy individuals who 
prefer the opportunity to invest in 
enterprises paying higher dividends, 
even though the security may be some- 
what less. This condition has made the 
sale of common stock expensive and 
the relatively low dividend rates pre- 
vailing in preferred stock issues has 
all but eliminated that previously 
popular type of financing, in so far 
as utility financing is concerned. 


Institutional Investors 


Under these circumstances the util- 
ities have largely turned to the institu- 
tional investor for capital. With the 
limitations placed upon such investors 
as to the percentages of their portfo- 
lios which may consist of equity se- 
curities there has been a great tenden- 
cy towards debt 
securities. 


financing through 


During a period beginning in the 
early Thirties and extending through 
1946 there was an enormous amount 
of debt financing done by the power 
industry. This, however, represented 
very little new money going into the 
industry, inasmuch as its growth dur- 
ing the period was gradual. The fi- 
nancing represented, principally, the 
refunding of mortgage bonds with 
new debt securities in order to take 
advantage of the steady decline in in- 
terest rates which occurred during the 
period, A number of companies refi- 
nanced debt securities on an average 
of once annually for several successive 
years, in order to reduce debt carrying 
charges and in some cases to extend 
maturity dates at low interest rates. 
Tax windfalls resulting from this re- 
financing added to the attractiveness 
of the financing operations. The 
growth of the industry being gradual 
during this period, financing of now 
construction was done largely through 
the investment of depreciation funds, 
supplemented by some _ re-investment 
of earnings, including those arising 
from tax windfalls. 

There were some large companies 
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which were unable to take advantage 
of the lower interest rates for a con- 
siderable portion of this period be- 
cause of top-heavy debt ratios. This 
was true particularly during the pe- 
riod of reduced earnings in the depres- 
sion. In most of these cases financial 
reorganizations were necessary before 
these companies could avail them- 
selves of the opportunity afforded by 
the low-cost money market. It is this 
condition to which we must now de- 
vote our cooperative efforts to prevent 
a recurrence in the future. 

During the fall and winter of 1945 
and 1946 manufacturing industries ob- 
tained large amounts of new capital 
for reconversion and expansion pur- 
poses. A substantial portion of this 
capital was raised through the sale of 
common stocks largely at from 20 to 
as high as 40 times current net in- 
come. A large amount of capital was 
invested in these securities by individ- 
uals in anticipation of increased earn- 
ings during postwar prosperity, as 
well as quick profits from an expected 
rise in the stock market. The latter ex- 
pectation has resulted in some disap- 
pointment. 

This demand for new money has 
unquestionably decreased the supply 
and there is now considerably less 
money available for investment in 
equity securities. 


Debt Ratios 


Thus we find the law of supply and 
demand, manifested in the increased 
cost of money, now in evidence. While 
interest rates have stiffened, the in- 
crease has not kept pace with the in- 
creased cost of equity capital and we 
find the most fertile field, from which 
to obtain capital, among the institu- 
tional Here, however, we 
find limitations arising from the fact 


investors. 


that the percentage of equity securities 
allowed in the portfolios of these in- 
vestors has been largely taken up. 

‘or some time regulatory authori- 
ties have been opposed to permitting 
debt ratios in the power company cap- 
ital structure substantially in excess of 
fifty per cent of total capital. During 
a period of prosperity, or inflation, 
debt ratios should be very closely 
watched, because the eating up of net 
operating income by interest charges 
during a subsequent period of depres- 
sion is what we are trying to prevent. 

It is possible, however, that the 
vardstick should be somewhat flexible, 
depending upon various factors inher- 
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ent in the capital structure. For in- 
Stance, it may be wise to permit a 
higher ratio of debt in a capital struc- 
ture consisting solely of debt and com- 
mon stock, than in a capital structure 
composed of debt, common stock and 
a substantial amount of preferred 
stock. 

The efiect upon the capital structure 
of the kind of debt securities included 
therein should also be considered. If 
it is composed of serial notes or bonds 
maturing over a relatively short pe- 
riod the effect upon the debt ratio will 
be its steady reduction. The extent 
and rapidity of the reduction should 
be taken into consideration in the de- 
termination of the maximum debt 
ratio which may be permitted. In this 
connection the ability of the company 
to meet such serial maturities without 
securing new capital, and at a reason- 
able rate of return should be consid- 
ered. 

The debt absorption of income, or 
in other words, the ratio of debt fixed 
charges to net income before such 
charges is a very important factor to 
be taken into consideration. A higher 
debt ratio may be permissible if the 
debt securities in the capital structure 
are represented by low yield bonds or 
notes than if they are represented by 
debt securities with higher yields. 


Debentures 


In other words the yardstick should 
be a guiding factor, but should not be 
the sole criterion. Each case should be 
treated upon its own merits with con- 
sideration given to the various factors 
involved. 

The increasing popularity of the de- 
benture should be carefully studied. 
There have been a number of fifteen- 
year debentures issued during the past 
year. This means that there will be a 
large amount of this type of obligation 
maturing during 1962. Some idea of 
the extent to which this may be desir- 
able may be obtained through a busi- 
ness cycle analysis. 

There is also an increase in the use 
of the convertible debenture, that is, 
the debenture which may be converted 
into common stock. In cases where the 
percentage of plant financed by mort- 
gage bonds has reached the limit al- 
lowed in the mortgage indenture it 
may be possible to perform additional 
financing through the issuance of de- 
bentures, inasmuch as they represent 
debt securities which institutional in- 
vestors may be permitted to purchase. 
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In order to mitigate the creation of a 
somewhat high debt ratio the use of 
the convertible debenture is increasing. 
This has been said to be an econom- 
ical method of equity financing. The 
results of such financing, however, 
will be largely influenced by market 
trends. Should the market value of 
the common stock remain substantially 
lower than the conversion price there 
will be very little exercise of the con- 
version privilege. If, on the other 
hand, the trend of earnings should be 
upward there will be substantial con- 
version, with a resulting decrease in 
the debt ratio. 


Earnings and Investment 


It is needless to say that, the con- 
struction program being forecast over 
a five-year period, the industry must 
plan its financing over a period of 
equal length, with due consideration 
being given to the fact that it should 
be in a position to secure additional 
capital after the end of this period. If 
immediate financing is performed in 
such a manner as to expand debt 
ratios to or beyond reasonable limits, 
the raising of new capital through the 
issuance of debt securities will be im- 
possible and the issuance of equity se- 
curities by a corporation, overbur- 
dened with debt, will be difficult. 

It cannot be seriously questioned 
that the earnings of the power indus- 
try should be kept at a level high 
enough to attract sufficient capital to 
the industry to meet its reasonable de- 
mands. This is essential for our eco- 
nomic welfare. It is necessary for the 
proper protection of the public inter- 
est, and it is not adverse to the interest 
of the rate payer. It is the duty of the 
regulatory commissions to exert their 
best efforts to keep all utilities at all 
times in a safe and sound financial 
condition. 

The public is suffering today be- 
cause there are too many timid souls 
occupying positions of high responsi- 
bility who are constantly listening for 
the trend of the political winds, rather 
than devoting their energies and their 
abilities to the performance of their 
public obligations. Many of them are 
more interested in staying on the tax- 
payers’ payroll than they are in the 
preservation of the solvency of the 
taxpayer. It is unfortunate that some 
regulatory commissioners keep their 
ears attuned to what may appear to 
them to be the most popular decision 
to make, rather than what is the fair, 
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and just conclusion to be reached from 
the facts on record. The increasing of 
rates to utilities is not a decision that 
will bring loud public acclaim, but if 
it is the correct conclusion to be 
reached, it should, in all fairness, and 
good conscience, be the decision ren- 
dered. When utilities are required to 
serve the public at miserly rates of re- 
turn on their investments in property 
dedicated to public use, the public as 
well as the utility suffers. The public 
demands, and should receive, good 
service. It is essential for the public’s 
best interest. But good service cannot 
be maintained when the rates are un- 
reasonably low. 

An insufficient rate of return to a 
utility necessarily means a lessening of 
the service being rendered to those it 
serves. This condition brings about 
criticism of the utility and the filing 
of complaints with the commission 
which requires the time and attention 
of the utility that could be devoted to 
its other functions and brings about 
dissatisfaction with its customers. 
This creates poor public relations for 
the utility for which it may not be 
to blame. 


Providing Good Service 


A utility should not be expected to 
maintain a high grade of service un- 
less it is receiving a fair return on its 
investment. Any other view is short- 
sighted, and is detrimental to the best 
interest of the public. The customer 
should pay for good service and 
should receive it. Poor service at any 
price is high. It has not been my ex- 
perience over a period of years that 
people in Virginia complain so much 
about rates as they do about poor 
service. They are willing to pay rea- 
sonable rates if the service is good. 
They are willing to “live and let live,” 
so to speak. 

In Virginia information concerning 
all of our official acts is available to 
the public. The public can ascertain 
from our official records the data 
upon which we have reached our con- 
clusions. We put the cards on the table 
face up. We keep nothing hidden from 
the public. It has been my experience 
over the years that the people are fun- 
damentally honest and desire to give 
fair treatment and expect to receive it. 
It is up to the various commissions 
and utilities to see that they do get the 
facts and have them explained. When 
this is done there is going to be a min- 

(Continued on page 220) 
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A Look At Your Earnings 


By Alan H. Temple 


Vice President, National City Bank of New York 


An Address before the Sixteenth Annual Convention of the Edison Electric Institute, 
Atlantic City, N. J., June 2, 1948 


TABILITY of return, and a 
S growth trend with which nothing 
seems to interfere, have made the 
fixed obligations of the operating util- 
ity companies during the past 20 years 
the number one choice of conservative 
investors in American business. They 
have made the preferred stocks almost 
the number one choice in that field, 
second only to issues of a few prime 
industrial companies which have no 
debt ahead of their preferred. An ex- 
ample of the attraction which utility 
securities hold for conservative in- 
vestors is seen in the make-up of the 
investment portfolios of life insurance 
companies. In 1926 these investments 
totalled $13 billion ; 20 per cent was in 
railroad securities and only 7 per cent 
—or $900 million—in utilities. Today 
the total is $51 billion. Only 6 per 
cent is in railroads; nearly 15 per cent 
or $7% billion—is in utilities. 


Rating Utility Securities 


Our purpose this morning is to gain 
what insight we can into the behavior 
of utility earnings by comparing them 
with those of other major divisions of 
business in the different phases of the 
business cycle. Such comparisons bring 
out the long-term growth, relative 
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fluctuations of operating revenues and 
net income, and other pertinent fac- 
tors in the investment rating of utility 
securities. We shall see much which 
accounts for and justifies the favor 
which utility securities enjoy, and in 
which utility management may feel 
deserved satisfaction. I hope we see 
nothing which leads to complacence, 
for the industry must continue to hold 
the favor of conservative investors if 





it is to finance the capital expenditures 
needed to meet the constantly growing 
demands of the American people. The 
price of maintaining the number one 
position is eternal vigilance. 

The electric utility industry has de- 
veloped ‘through the Edison Electric 
Institute an excellent set of statistics, 
most of which go back to the year 
1926. They provide a broad _back- 
ground for studying the changes that 
occurred during the prosperous period 
of the late 1920's, the great depression 
of the 1930’s, the four years of World 
War II, and the postwar boom that 
still continues. A number of these ba- 
sic series will be compared, with fig- 
ures for other major industries or for 
business as a whole. For these figures 
we draw upon the Treasury Depart- 
ment’s annual “Statistics of Income,” 
compiled from the tax returns of all 
corporations in the United States, and 
upon earnings figures which the Na- 
tional City Bank of New York has 
compiled for some twenty-five years 
from the published reports of leading 
corporations. 


Gross Sales 


Fig. 1 compares since 1926 the gross 
revenues of privately-owned electric 
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utilities, as compiled by the Institute, 
and of all U. S. Corporations in all 
lines of business, numbering Over 
400,000 and compiled by the Treasury 
Bureau of Internal Revenue. The scale 
for all U. S. Corporations is marked 
on the left side, while the scale for 
electric utilities is on the right. 

This chart brings out two points. 
First, is the more rapid rate of long- 
term growth of the electric utilities. 
Their gross revenues increased from 
around $1.4 billion in 1926 to $3.5 bil- 
lion in 1947, a gain of 150 per cent 
over the 21 year period. The rate of 
growth was 4.5 per cent a year, com- 
pounded. During the same period, 
total sales and other receipts of all 
U. S. Corporations increased from 
about $143 billion in 1926 to an esti- 
mated $275 billion in 1947, an increase 
of 92 per cent. The annual rate of 
growth was 3.2 per cent, compounded. 

The second point revealed by the 
chart is the greater stability of reve- 
nues of the electric utility industry 
relative to those of business in general. 
This was true not only during the 
great depression of the early 1930’s, 
but also in the minor recession of 1938 
and the temporary reconversion slump 
after the end of the war. The decline 
in the utility gross during the great 
depression was 13 per cent; in all 
business it was 49 per cent. 


Net Income 


Fig. 2 compares the net income 
after taxes of electric utilities (for 
which the scale is on the right), with 
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that of all U. S. Corporations (having 
the scale on the left). 

This shows, in even more striking 
fashion than the first chart on gross 
revenues, the relative stability of util- 
ity net earnings relative to all corpo- 
rations, The latter plunged into a def- 
icit in each of the three years 1931, 
1932, and 1933. The latest Treasury 
figures available are for the year 1945, 
but estimates made by the Department 
of Commerce, shown by the dotted 
line, indicate a soaring to establish 
new peaks in both 1946 and 1947. 
When considering the total of earn- 
ings of all corporations it is important 
to keep in mind that this total is a 
combination of the varying figures of 
all the innumerable kinds of business, 
and that it also combines the deficits 
of the corporations losing money with 
the net incomes of those making 
money. 

This chart shows another compar- 
ison which is not so favorable to the 
electric utilities, and that is the rela- 
tively low rate of long-term growth in 
net income over the period, which will 
be referred to later. 

Rate of Return on Net Worth 

Fig. 3 carries us from dollar figures 
of net income to percentage figures of 
the rate of return on net worth, the 
stockholders’ equity after deduction of 
debts. Use of this measure enables us 
to make comparisons among various 
industries, showing the wide varia- 
tions in the record. Most of these fig- 
ures come from compilations made by 
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our own Bank. This chart summarizes 
from 1926 through 1947 the relative 
rate of return on net worth of leading 
corporations in electric utilities, trade, 
and transportation. 

What this chart and the next two 
show particularly is the relative stabil- 
ity of the stockholder’s return in elec- 
tric utilities, as compared with other 
divisions of business. In Fig. 3 it will 
be seen that trade corporations gener- 
ally have earned more on the stock- 
holder’s dollar—11.4 per cent on the 
average over the 22 years, against 7.3 
for the utilities—but that the utilities 
have held their earnings rate much 
more consistently. The range between 
their best year and their poorest was 
roughly from 9 per cent down to 5 
per cent and back again. The transpor- 
tation line consists principally of the 
Class I railroads, but includes also air 
transport, shipping, traction and bus. 
The 22-year average return of this in- 
dustry has been only 3 per cent. In 
four years in the ’30’s it had a deficit 
and in three others it was almost on 
the line. In the first two war years it 
earned more than the utilities but to- 
day it is earning less than any other 
major industrial group. 





Returns in Manufacturing 


In Fig. 4 we compare the return on 
net worth of the utilities with the sim- 
ilar figure for all manufacturing in- 
dustries and for the steel industry 
specifically. Against the utilities’ long- 
term average return of 7.3 per cent, 
the manufacturing industries have av- 


(Due to the large proportion of capital investment in the form of funded debt, rate of return 
on total property investment in electric utilities would be lower than that on net worth only.) 
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eraged 8.7 per cent. But in five years 
of the period the manufacturing re- 
turn was lower than the lowest point 
reached in any year by the utilities 
and in one year, 1932, the manufac- 
turing industries operated at a deficit. 
The steel industry ranks among the 
first industries of this country, but it 
averaged only 4.7 per cent over the 22 
years. It operated at a deficit in 5 
years, and in only 5 years out of the 
period did it earn a rate of return 
above that of the utilities. 

Fig. 5 completes the comparisons of 
return on net worth and it brings into 
the picture the petroleum and cotton 
goods industries. The fluctuations in 
the earnings of these industries are 
truly feverish. Steel is frequently re- 
ferred to as “prince or pauper,” but 
the ups and down in cotton goods are 
even more extreme, for this industry 
has operated at deficits even in some 
years when steel and railroads made 
money. From 1926 through 1940 its 
return was lower than that of the util- 
ities in every year. Since then it has 
been higher every year. But its aver- 
age over the years is only 4.1 per cent, 
and only since 1940 has it earned a 
better return than the utilities. 


Petroleum Industry 


The petroleum industry shows a 
deficit for only one year, and of course 
it has made remarkable earnings dur- 
ing the past year or two. But its av- 


has not been quite as good as the util- 
ity average—6.9 per cent against 7.3— 
and its fluctuations as you see have 
been substantially greater. 

These three Figs., 3, 4, and 5, in 
summary, show that the utilities have 
earned on the average somewhat less 
on their net worth than manufacturing 
and trade corporations. They have 
earned substantially more than trans- 
portation corporations, and more than 
certain major industries included in 
manufacturing. They also show a 
greater stability than any of the 
groups listed. 


Short Term Profits 


Shifting our viewpoint from the 
longer to the shorter term, however, 
these charts show that the big in- 
creases in return during these boom 
years have been made by the manufac- 
turing and trade corporations and not 
by the utilities. The showing in man- 
ufacturing and trade may be described 
roughly as the result of selling more 
goods at advancing prices, and reaping 
inventory profits. The utilities, selling 
electricity at declining prices, do not 
enjoy this source of profit. The point 
to be noted at this time is that the util- 
ities are competing in the capital mar- 
kets with industries which temporarily 
at least are making a more brilliant 
earnings record. 

Before leaving these charts we 
should remind ourselves of the limita- 
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measure of earning power. In com- 
paring utilities and manufacturing, for 
example, we must note that the for- 
mer have a larger proportion of cap- 
ital in the form of funded debt. The 
rate of return on total property invest- 
ment is therefore a more significant 
figure in the case of utilities, and of 
course it is lower than that shown on 
net worth only. We have never com- 
piled such figures for groups of man- 
ufacturing companies. 

In all cases it must be borne in 
mind that net worth is based on bal- 
ance sheet book values of assets. 
These values currently represent a 
gross understatement of the worth 
based on reproduction costs. The cal- 
culation of the return on book values 
therefore ignores the rise in the “cor- 
porate cost of living,” or the shrink- 
age in purchasing power of the capital 
dollar, which is as much of a problem 
as the shrinkage in purchasing power 
of the consumers’ dollar. 


Profit Margin per Sales Dollar 


The previous charts showed that the 
electric utilities’ net income had not 
increased proportionately with its 
gross revenues. This reflects the nar- 
rowing of profit margin per sales dol- 
lar, as shown in Fig. 6, which gives 
also the average margin for the rail- 
roads and for all manufacturing cor- 
porations in the U. S. The latter is 
based upon the Treasury figures, in- 
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Fig. 7 
corporations, through 1945. The 1946 
and 1947 plottings are estimated from 
the published reports of leading com- 
panies. 

For many reasons the three lines 
obviously are not comparable. The 
utilities have a much larger invest- 
ment per sales dollar, or conversely a 
much lower rate of capital turnover, 
than manufacturing, and hence must 
have a substantially higher profit mar- 
gin. The chart nevertheless is interest- 
ing in indicating the trends in these 
different industries. Manufacturing 
has been in the red, the utilities never. 
But it would be hard to say that there 
is any long-time downward trend in 
the profit margins of manufacturing, 
which is clearly the case in utilities. 


Indexes of Cost of Living and Cost of 
Electricity 


This narrowing of electricity profit 
margins has come about from pressure 
upon both sides of the profit-and-loss 
statement. On the revenue side, there 
has been an uninterrupted reduction 
in the average unit selling price of 
your services, despite the substantial 
upturn in the prices of almost every- 
thing else. This is shown in Fig. 7, 
showing indexes computed by the 
U. S. Department of Labor on cost of 
living (now called the “Consumers’ 
Price Index”) and the price per kilo- 
watthour of all electricity produced by 
the private utility industry. Both in- 
dexes are based upon the 1935-39 av- 
erage as 100. 

At the present time, the general cost 
of living index is 68 per cent above 
that average, whereas the price of 
electricity is 30 per cent below. This 


reduction in the price of electricity is 
a stupendous achievement. It is a tri- 
umph of management, engineering 
skill, technological progress, and mar- 
keting policy. It is both cause and con- 
sequence of the growth of the indus- 
try. At the time, however, it 
must be viewed with relation to the 
decline in profit margin just shown; to 
the effects of that decline in inhibit- 
ing improvement in net income and in 
rate of return on property; and in its 
general relation to the problem of 
raising new utility capital. 


same 


Major Expense Items of Electric 
Utilities 

Pressure on the other side of the 
profit-and-loss account has come from 
the rapidly mounting costs, which are 
shown in Fig. 8. These figures are 
shown not in index numbers, but in 
millions of dollars per year, and must 
of course be considered in relation to 
total revenues, which were also rising, 
but at a slower rate. 

For the entire period covered by the 
chart, the most sensational 
has been in taxes. It doubtless sur- 
prises most people outside of the util- 
ity industry to learn that taxes since 
1940 have been larger than any other 
expense item, even larger than total 
wages and salaries paid. Taxes are 
outside your control, and they were 
the principal cause of the decline in 
margins during the war years. The 
peak of taxes, however, was reached 
in 1943 and 1944, and wages and sal- 
aries have now caught up. The in- 
creases in this item and in fuel during 
the past two years have been sen- 
sational. Depreciation charges have 


increase 


grown steadily, along with the in- 
crease in total plant and equipment, 
and of course must grow more. The 
reduction in interest charges (at the 
expense of the bankers and investors 
in utility securities) has been a wel- 
come, even if minor, offset to the in- 
crease in practically all other expenses. 


Electric Utilities’ Expenditures for New 
Construction, Compared with 
Depreciation Charges 


Fig. 9 shows another section of the 
utilities’ financial picture that is direct- 
ly related to earnings, namely, the 
heavy expenditures now being re- 
quired for expansion of plant and 
equipment. It will be seen that the an- 
nual depreciation charges, also shown 
in Fig. 9, internal 
source of funds that is substantial and 
steadily rising, yet is only a small 
fraction of the total supply of capital 
needed to finance new expenditures at 
the current rate. 

Looking back at the period 1926- 
1930, expenditures for new construc- 
tion average almost $800 million an- 
nually. In 1947, expenditures for con- 
struction were in the neighborhood of 
$1.3 billion, and for 1948 are esti- 
mated to rise to $1.8 billion. 

The figures used in Fig. 10 are not 
quite the same as those in the last, be- 
cause they include gas utilities with 
the electric, and because the figures 
come from the Department of Com- 
merce and differ in some details. They 
show the uses and sources of funds 
required by these utilities in 1947. 
They needed $2,100 millions, of which 
$100 million was to finance increased 
materials and supplies, $100 million 


represent an 
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for increased receivables, and $1,900 
million for plant and equipment. The 
sources of the funds include $200 mil- 
lion of retained earnings, $500 million 
of depreciation, $100 million through 
sale of U. S. government securities, 
$100 million held against increased tax 
liabilities, $200 million of bank loans, 
and $1,000 million of new security is- 
sues. The industry had to go to banks 
and to the security market to get a 
little more than one-half of the money 
it needed, That is a measure of its cur- 
rent problem, of its need to appeal to 
lenders and investors, of its need to 
protect its own health and the invest- 
ment standing of its obligations. 
Finally, Fig. 11 is an attempt to sum 
up significant aspects of the record of 
the electric utilities as compared with 
all manufacturing corporations. Note 
that the figures used cover a ten-year 
period rather than the twenty years of 
the earlier charts, and that the bars 
simply represent percentage changes 
(1937-1947) for the two groups. 


Normal Profit Margins 


Look first at the columns on the 
right for all manufacturing corpora- 
tions. These represent what I should 
call a normal and expected profit 
showing, following logically upon cer- 
tain given developments. These corpo- 
rations increased their gross plant and 
equipment 48 per cent; they increased 
their physical output 66 per cent; and 
with rising prices, they increased their 
total revenues 137 per cent. Their net 
income improved by nearly 300 per 
cent. This is a logical sequence. 

Now look at the utilities on the left. 
They increased their gross plant and 





equipment (as reported) only 14 per 
cent. This is after write-offs of intan- 
gibles, and the increase in generating 
capacity was actually 26 per cent. 
However, they had an 88 per cent in- 
crease in total output. In other words, 
they made a much more intensive use 
of available capacity—relatively more 
intensive than that of the manufactur- 
ing corporations. From that point on 
the showing of the two groups diver- 
ges sharply. The utilities have been 
selling their product at declining unit 
prices. Whereas the revenues of man- 
ufacturers increased twice as much as 
the increase of physical output, the 
revenues of the utilities increased less 
than their physical output, or only 71 


PERCENT CHANGE 
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1937-47 


per cent. Net income increased still 
less, or only 31 per cent. 

It is to the implications of declining 
selling prices, rising costs and declin- 
ing profit margins that we should 
now address ourselves. Business has 
grown. Revenues have grown. Plant 
has increased only moderately, and 
over most of the period it was fi- 
nanced out of depreciation and re- 
tained earnings without recourse to 
outside sources of capital. Rate of re- 
turn was maintained. Meanwhile, 
however, the growth of operating in- 
come did not keep pace with the 
growth in business. To put the matter 
as simply as possible, growth in vol- 

(Continued on page 226) 
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Recent Markets For Electric Utility 
Securities and A Look to the Future 


By Edward Hopkinson, Jr. 


Partner, Drexel and Company, and Past President of 
Investment Bankers Association of America 


An Address before the Sixteenth Annual Convention of the Edison Electric Institute, 
Atlantic City, N. J., June 2, 1948 


URING all of 1945 and into the 
D late spring of 1946, yields for 

all grades of public utility bonds 
continued down and prices continued 
upward under the pressure of inves- 
tors to put idle funds to work. New 
issues, for other than refunding pur- 
poses, were relatively scarce. This is 
readily understood because materials 
for construction were still difficult to 
obtain and many companies, during 
the war period, had built up liquid re- 
serves which enabled them to meet 
their cash requirements without new 
financing. Triple A bonds were selling 
close to the level of Governments, and 
the differential for slightly weaker is- 
sues was historically relatively narrow 
until you got to the Baa classification. 


Public Utility Preferreds 


High-grade public utility preferred 
stocks followed a generally similar 
pattern, reaching a peak in market 
price and a record low in yield in the 
early summer of 1946 when, for a 
number of weeks, Moody’s high-grade 
average stuck around a 3.40 per cent 
basis with the medium grade average 
at 3.69, a differential of less than 0.30 
basis points. The change toward high- 
er yields started in the later months of 
1946, and became particularly acute 
toward the end of 1947. The lowest 
prices and highest yields came in Feb- 
ruary 1948 when the high-grade av- 
erage was 4.07 per cent, with the me- 
dium grade at 4.56, a differential of 
almost 0.50 basis points. Since that 
time there has been a considerable im- 
provement in the preferred stock mar- 
ket and the same average, about the 
middle of May, was 3.90 per cent, 
with the medium grade at 4.48, a dif- 
ferential of almost 0.60 basis points. 
As a matter of fact the medium grade 
average reached its high yield point in 
1947 at 4.59. 

Utility common stocks advanced 
sharply in 1945, as a successful out- 
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come of the war became clearer and 
later in the year in anticipation of the 
repeal of the excess profits tax for the 
year 1946. A strong equity market 
continued until the summer of 1946 
when sharp declines occurred, ac- 
counted for in part, at least, by the 
pressure of new offerings as the need 
for equity capital by all types of in- 
dustry became urgent. This trend to- 
ward lower prices reached a low point 
in February and March 1948, under 
32 for the Dow-Jonts utility averages 
as compared with a high of almost 44 
in the spring of 1946. The present re- 
covery has carried this average to al- 
most 36. 

The averages referred to for all 
classes of utility securities, represent- 
ing yields on seasoned outstanding is- 
sues, do not by any means reflect the 
prices of marketing new issues, partic- 
ularly those of other than the very 
highest grade, after the turn came. 
New issues to be successfully distrib- 
uted had to be offered at yields sub- 
stantially higher than those represent- 
ed by the averages of outstanding 
shares of comparable quality, and, in 


many cases, particularly preferred 
stocks, substantially higher than the 
yields of outstanding preferred issues 
of the same company. 


Recent Stock Issues 


Some examples, both in the case of 
bonds and preferred stocks, point this 
up: 

In January of 1948, Southern Cal- 
ifornia Edison Company sold at com- 
petitive bidding to underwriters 40 
million 3%%’s, due 1973 (rating 
“AA”). The underwriters purchased 
them at 102.02, with the intention of 
re-offering them at 10254, which 
would represent a 2.975 yield. At that 
time the Southern California Edison 
3’s of 1965 were selling to yield 2.83 
per cent. Even before the formal of- 
fering the underwriters found a chilly 
reception and the offering price was 
reduced to 102.187, representing a 3 
per cent yield. At that price the bonds 
were promptly sold, although the un- 
derwriters lost money on the deal, 
after expenses. The current market 
has now moved up to 1047%-5%, a 
yield of 2.82 per cent, after an inter- 
mediate high of 10514-10534, a 2.80 
per cent yield. 

In March, 45 million Columbia Gas 
& Electric 3%4’s due 1973 (rating 
“A”) were offered at 101%, to yield 
3.18. At the time the Columbia 3%%’s, 
due 1971, were quoted 9914-100%, to 
yield 3.11 per cent. The new offering 
was slow and when syndicate restric- 
tions were removed on April 6, the 
bonds sold off and were quoted 100%- 
10034. They continued down to a low 
on April 16 of 100%-3%, a yield of 
3.23 per cent, but have since recovered 
to 101-1014, a yield of 3.16 per cent. 

Also in March, 40 million Ohio 
Power Company 3’s due 1978 (rating 
“AA’’), were offered at 100.99, to 


yield 2.95 per cent. At the time the 
same company’s 3’s, due 1971, were 


quoted 102%4-103%, to yield 2.80 per 
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cent. These bonds proved sticky and 
the syndicate price restrictions re- 
mained in force until their expiration 
by limitation on May 1, by which 
time the general improvement in the 
market had bailed them out, and they 
are now quoted 1013¢-10134, to yield 
2.91 per cent. 


Preferred Stock Issues 


In the preferred stock field, there 
can be given a number of illustrations. 

In July 1947, Florida Power & 
Light attempted to market 150,000 
shares Preferred Stock by competitive 
bidding, but no bids were received and 
the offering was withdrawn. In Sep- 
tember 1947, 100,000 shares Florida 
Power & Light 4% per cent Pre- 
ferred was offered as a negotiated deal 
by underwriters at par. The price 
looked attractive at the time and, dur- 
ing the month it was kept in syndicate 
with price restrictions maintained, al- 
most four-fifths were sold. On Octo- 
ber 30, the price restrictions were re- 
moved and there were 21,000 shares 
of stock remaining unsold. On the day 
when the price restrictions were re- 
moved, the stock traded as low as 
93% and subsequently sagged to 88. 
The current price is quoted 90-91. 

A little later in September 1947, 
100,000 shares Tennessee Gas Trans- 
mission 4% per cent Preferred was 
offered by underwriters in a negoti- 
ated deal at 103, to yield 4.13 per cent. 
Immediately prior to the offering the 
outstanding issue of 4.10 per cent Pre- 
ferred Stock of the same company 
was selling at 105, to yield 3.90 per 
cent. When price restrictions were re- 
moved, the new 4.25 per cent Pre- 
ferred dropped to 93%, to yield 4.56 
per cent. The current market offering 
is about 9714, to yield 4.36. 

On March 22, 1948, 50,000 shares 
West Penn Power 4.20 per cent Pre- 
ferred was offered at 101%, repre- 
senting a yield of 4.15 per cent. Only 
about 50 per cent of the stock was 
sold, and when price restrictions were 
removed on April Ist, the stock was 
quoted as low as 981%4-98%. The cur- 
rent market is 10134-102%, to yield 
4.11 per cent. 

A very recent issue is Oklahoma 
Gas & Electric Preferred. The com- 
pany originally asked for competitive 
bids for 65,000-shares on March 30, 
but the date was postponed to April 
5, and then cancelled. On April 8, 
these shares were offered as a negoti- 
ated deal, with a 5% per cent dividend 
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rate, at 104, to yield 5.05 per cent. 
While it sold very slowly and re- 
mained in syndicate until April 20, it 
is now currently quoted at a premium 
over the original offering price, 10434- 
105%. 

Certain experiences of the past may 
be relied upon as some guide for the 
future. If electric utility companies 
are going to finance to the best ad- 
vantage their new capital require- 
ments, they must make every effort to 
maintain or build up sound capital 
structures. The cost of money has a 
direct relationship to this factor. It 
can also be demonstrated that the 
harder the going in the money market, 
the more difficulty will be experienced 
by the companies with the weaker 
capital structures. 

Securities and Exchange Commis- 
sioner McEntire, in an address before 
the National Association of Railroad 
and Utility Commissioners, in the 
summer of 1947, developed some in- 
teresting statistics based upon a SEC 
study “for a group of 70 companies, 
which constitutes nearly all the electric 
utilities whose common stocks are 
traded in sufficient quantity to provide 
a reliable market.” He reported: 

“At the end of 1946 these com- 
panies averaged about 50 per cent 
debt, 17 per cent preferred stock, 
and 33 per cent common stock and 
surplus. Only nine of these com- 
panies carried as much as 60 per 
cent debt; five of these nine had no 
preferred stock outstanding, so that 
common equity accounted for the 
remainder of the capitalization. 
Only two of these 70 companies had 
an equity of less than 20 per cent 
at the end of the last year and only 
nine others fell under 25 per cent in 
this respect. At the close of 1935 
the books of nearly a third of these 
70 companies showed less than 25 
per cent equity. This ratio was per 
books, and, as we know, reflected 
much ‘water’ now eliminated by reg- 
ulatory action. 


Inadequate Depreciation Reserve 


“In addition, the ratios, per the 
books of 1935, were also overstated 
because of inadequate depreciation 
reserves. In 1935 an 8.75 per cent 
depreciation reserve was about av- 
erage and a reserve of as much as 
15 per cent was rather exceptional. 
Today the average company in our 
70-company sample has depreciation 
reserves amounting to 22.5 per cent 
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and the reserves of only seven com- 
panies fall below even a 15 per cent 
level.” 


Common Stocks 


In the same address Commissioner 
McEntire satisfactorily demonstrates 
that the common stocks of companies 
having the weaker capital ratios, sell 
at a lower price earnings ratio and 
usually at a higher yield than the 
stocks of companies more conserva- 
tively capitalized. The same thing is 
true of preferred stock yields. Of 
course the price earnings ratios of 
particular common stocks may be dis- 
torted by an unusually high or un- 
usually low percentage of earnings 
paid out in dividends, as the yield fac- 
tor is probably of more importance 
with relation to current market prices 
than the times earnings factor. 

Commissioner McEntire divided the 
70 companies referred to, into three 
groups. The companies in Group A 
constituted the upper third and had a 
median debt ratio of 37.5 per cent, 
very little preferred stock, and com- 
mon equity including surplus of 58.7 
per cent. At June 30, 1947, the com- 
mon stocks of these companies sold at 
an average of 16.4 times earnings and 
20.5 times dividends. Group B showed 
only slightly higher debt ratios, the 
median being 40.8 per cent, but due 
to greater use of preferred stock, the 
average common equity was 40.1 per 
cent. Earnings of this group were 
valued at an average of 13.1 times 
earnings at June 30, 1947, and sold 
at 17.5 times dividends. Group C had 
a larger debt burden, the median being 
54.2 per cent. Preferred stock was 
less prominent than in Group B, and 
common equity amounted, on the aver- 
age, to 34.2 per cent of the capitaliza- 
tion. The average Group C equity was 
priced at June 30, 1947 at 9 times 
earnings and 15.4 times dividends. 

The names of the 70 companies 
used by Commissioner McEntire have 
not been disclosed, but their average 
market price probably corresponds 
pretty closely to those of the Dow- 
Jones Public Utility Common Stock 
Averages. 

Commissioner McEntire further 
demonstrated that all companies in the 
sample having Triple A bonds, fell 
in Group A; Group B companies, to 
the extent rated, were double A cred- 
its, while A and Baa credits uniformly 
fell in Group C. At June 30, 1947, 
Moody’s Triple A sold on a 2.53 per 
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cent average yield basis; Double A 
on a 2.60 per cent basis; A on a 
2.72 per cent basis and Baa at 3.05 
per cent. At the year end these were 
2.88, 2.98, 3.08 and 3.29 respectively. 
The recent modest improvement in the 
bond market has lowered these yields, 
as of May 13, to 2.74, 2.86, 2.93 and 
3.27 respectively. You will note the 
least improvement in the weaker Baa 
rating. 

From the foregoing it is obvious 
that it is enlightened self-interest for 
any utility company to keep its struc- 
ture, as nearly as possible, in sound 
balance so that it may realize a favor- 
able investors’ appraisal of its securi- 
ties, whether they be bonds, preferred 
stocks, common stocks or securities 
dressed up with various wrinkles in 
an effort to make them more market- 
able at a better price. 


Department of Commerce Survey 


You are more familiar than any one 
else with the huge sums of money 
which must be obtained from invest- 
ors over the near-term future in ad- 
dition to those generated within the 
industry itself through depreciation 
reserve accruals, debt discount and 
other reserves and retained earnings. 
In this competition for the investor’s 
dollar, there is the telephone industry, 
the natural gas industry and com- 
mercial business in general. 

The United States Department of 
Commerce has recently made a study 
entitled “Business Financing in the 
Postwar Period,’ in which it is 
pointed out that “capital requirements 
amounting to 50 billion dollars for 
non-financial corporations in 1946 and 
1947 inevitably led to a growing pres- 
sure of demand upon the available 
sources of funds for business invest- 
ment—focusing attention for the first 
time in many years on possible defici- 
encies in the: supply of capital, par- 
ticularly equity capital.” During 1946 
a very substantial part of 
quirements was available in the form 


these re- 


of the excess liquidity built up during 
the war years, but a good deal of this 
had disappeared in 1947, 
by the very substantial 


security issues in that year. 


as 1S shown 
increase in 
Over two 
thirds of the amount of net security 
issues during 1947 took the 


bonds, 


form QO) 
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mon and preferred, was about the 
same as in 1946, but there was a much 


larger rise in bonded indebtedness. 
Life insurance companies absorbed 


nearly four-fifths of the increase in 
debt securities during 1946 and 1947, 
while individuals bought stocks and 
sold bonds on balance in both 1946 
and 1947, 


According to the Department of 
Commerce survey, approximately half 
of the increase in security issues dur- 
ing 1947 was attributable to the in- 
dustrial and miscellaneous industries, 
manufacturing, while the 
other half is almost evenly divided be- 
tween the telephone and electric and 
gas utilities. Manufacturing corpora- 
tions, as a whole showed less depend- 
ence on outside sources of 


primarily 


funds in 
1947 than corporations generally. 
The four billion 
of net new issues raised through the 
capital markets in 1947 by corpora- 
tions other than investment companies, 
seems to be above the levels of the 
late 1920’s, and probably was the 
highest in history. Corporate bank 
loans increased 3 billion dollars in 
1947, nearly as high as in 1946, and 
was equalled previously only in 1919- 
1920 following the first World War. 


estimated dollars 


Stock and Bond Yields 


For any one interested in a com- 
parison of bond and stock yields and 
other data having relation to various 
types of securities going back to 1919, 
this survey is to be commended, which 
states further: 

“Second, in view of the dangers 
in debt with equity 
financing, it is generally agreed that 
every effort should be made to en- 

the any 
long-run financial program. The in- 


as compared 


courage latter as part of 


creased flow of public’s saving into 
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a changed world situation, and the 
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the situation within the particular 
company. 

The unsatisfactory condition of the 
common stock market has led to the 
use both of debentures and of pre- 
ferred stock convertible into common 
stock as an alternative to the direct 
marketing of their common stocks. 
This has worked well over a period 
of years for both the American Tele- 
phone & Telegraph and Common- 
wealth Edison. The principal disad- 
vantage is one of mechanics involving 
the bonds in one hundred 
dollar pieces, and the problem of the 
small stockholder who usually receives 
only fractional rights to subscribe and 
to whom the subscription itself is 
probably hardly suited with its low 
interest rates. 


use of 


Convertible Debentures 


Two recent instances of the use of 
convertible debentures were the 16,- 
677,100 dollars of Consolidated Gas of 
Baltimore 15-year 2'%4’s offered in 
April, 1947, and the 11,753,800 dollars 
of Virginia Electric & Power 15-year 
3%’s offered in March of this year. 
In each case debentures were offered 
to stockholders at par, and are now 
selling for substantial premiums: Bal- 
timore at 105%4-106%, and Virginia 
Electric & Power quoted at 109%- 
10934. The conversion, in the Virginia 
case was right on the market at the 
time of the offering. The Baltimore 
was somewhat under the 
market and based on a sliding scale 
by which the first conversions were 
at a more attractive rate. Also the 
conversion privilege in the Baltimore 
case did not operate until something 
than a year from the date of 
offering, thereby protecting the out- 
standing common against immediate 
dilution the money raised 
through the debentures might have 
been put to work and begun to pro- 
duce earnings. 

Two other instances of the use of 
debentures during the 
summer of 1947, were those of Public 
Service Company of Colorado’ and 
Public Indiana, both of 
which were convertible slightly below 
the market for common at the date of 
and both of which are now 
reflecting the 
value of the conversion privilege as 
related to the current market for the 


conversion 


more 


before 


COnyY ertible 


Service of 


offering 


S&S? 


selling at premiums, 


common stock. 
The most recent offering of con- 
vertible debentures to common stock 
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holders is that of $57,382,600 Con- 
solidated Edison Company of New 
York 3’s. This offering to stockhold- 
ers was underwritten on the same 
basis as that of Public Service Com- 
pany of Colorado. The bidding took 
place on May 18, and only one bid, 
in the sum of $1,000 was received for 
the privilege of finderwriting the offer- 
ing and selling any of the convertible 
debentures not subscribed for by 
stockholders, sharing any profit with 
the company over the original offering 
price on a sliding scale. The deben- 
tures are convertible into Consolidated 
Edison common stock at the rate of 
$25 in debentures for each common 
share. At the time of the offering the 
common stock was quoted 2414. The 
possibility of profit for the under- 
writers depends upon a) that the 
offering is successful, and b) that 
some stockholders, for one reason or 
another, do not exercise their rights. 
The rights do not expire until June 8. 
In view of the premium of over 6 per 
cent immediately bid for the deben- 
tures, the risk involved seems slight 
but, on the other hand, the amount of 
stock which the underwriters may get 
will likely be nominal. 


Convertible Preferred Stocks 


Several companies have offered re- 
cent issues of preferred stocks con- 
vertible into common, In January, 
Northern Indiana Public Service 
Company offered 272,694 shares 414 
per cent preferred stock (par $20) 
to its common stockholders at 18. 
The common was then quoted 15%- 
161%, and the conversion price was 
20. Common stockholders of North- 
ern Indiana subscribed for 16,685 
shares. During the rights period, the 
underwriters publicly offered about 
70 per cent of the shares, or 190,893 
shares, at the offering price to stock- 
holders of 18 less 85 cents obtained 
through exercise of warrants acquired 
by them, leaving a balance of 65,116 
shares, which were taken up by the 
underwriters at the expiration of the 
subscription period and placed by 
them, also at 18, without organization 
of a selling group. The preferred is 
now quoted fractionally above the 
offering price, to yield about 4.90 per 
cent. 

Two very- recent convertible pre- 
ferred issues are the 800,000 shares 
Southern California Edison 4.56 per 
cent (par $25), which was offered to 
the public at $26.25 per share, and 
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convertible into common at $28.50 per 
share. At the time of the offering the 
market for the common was quoted 
27-2712. The offering was success- 
ful and the preferred stock was re- 
cently quoted at a moderate premium 
over the original offering price. 

On the same day, Southern Carolina 
Electric & Gas Company offered to its 
common stockholders, 80,858 shares 
5% per cent preferred at $50 a share. 
Each share of preferred was conver- 
tible into 7 shares of common, repre- 
senting a price of approximately $7.14 
per share. At the time of the offering 
the common was quoted fractionally 
under this price. The rights period 
did not expire until May 25, and at 
the time of preparation of this paper 
the result of the offering was not 
available. 


Sinking or Purchase Funds 

To assist in marketing preferred 
stocks, some utility companies have 
recently included provisions for sink- 
ing or purchase funds. 

For many years some industrial pre- 
ferred stocks, particularly in the case 
of smaller and.less known companies, 
have had various types of sinking or 
purchase funds. These have served a 
dual purpose: a) to create some mar- 
ket for the securities themselves, and 
b) to gradually retire the issue. Dur- 
ing the low-yield period in 1946, a 
number of large institutional pur- 
chasers, recognizing the unlikelihood 
of the permanent maintenance of such 
preferred stock yields, many of which 
were as low as 3% per cent began 
to insist on sinking funds, particularly 
in issues privately placed or where 
the market was not likely to be suffi- 
ciently broad to furnish a ready means 
of selling. Some examples of low divi- 
dend industrial preferreds having 
sinking funds brought out during this 
period are: 


H. J. Heinz Co. 3.65% 
Borg-Warner Corp. 34% 
Jewel Tea Co. 334% 
Scovill Mfg. Co. 3.05% 


Late in 1947, to meet this position 
of some of these large institutional 
purchasers, some electric utility com- 
panies adopted sinking fund or pur- 
chase provisions. I believe the first 
publicly offered preferred of an elec- 
tric utility company, with a sinking 
fund, was that of 75,000 shares Appa- 
lachian Power 4.50 per cent Preferred, 
which was offered on December 4, 
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1947. This sinking fund is 2 per cent 
of the maximum shares outstanding 
and begins in 1948. 

Almost immediately thereafter, on 
December 10, 1947, 800,000 shares 
($25 par) Southern California Edison 
Company 4.88 per cent Preferred was 
offered. Here the preferred stock con- 
tract did not provide for a sinking 
fund but the directors, by resolution, 
stated that they would retire 16,000 
shares (2 per cent) annually begin- 
ning in 1949, provided they could pur- 
chase it at not exceeding the original 
offering price of 26.25. Three other 
electric utility preferred issues re- 
cently offered had a sinking fund pro- 
vision: Northern Indiana Public Serv- 
ice 414 per cent Convertible Preferred 
(2 per cent), Indianapolis Power & 
Light 5 per cent Preferred (2% per 
cent) and Florida Power Corporation 
4.90 Preferred (3 per cent). 

In the new issue of Consumers 
Power Preferred there is a purchase 
fund, the effect of which will require 
the company to endeavor to purchase 
annually, commencing in 1949, at 
prices not exceeding the initial public 
offering price thereof, not less than 
2 per cent of the maximum number 
of shares at any time issued and out- 
standing. Most of the natural gas 
company preferred stocks do have 
sinking fund provisions, but there is 
definite logic in providing a sinking 
fund on all senior issues of natural 
gas companies. 


Are Sinking Funds Necessary? 


In my opinion, the inclusion of a 
sinking fund (or to a lesser degree 
a contingent purchase fund) is an 
expensive procedure and should be 
adopted only as a last resort. As far 
as can be foreseen, an electric distrib- 
uting public utility is a permanent 
enterprise which will require expan- 
sion as long as the population of this 
country continues to grow. Therefore, 
to obligate yourself to retiring what 
should be permanent capital creates 
an obligation, if you have the earn- 
ings, just as real as any other debt 
but without receiving either the lower 
interest rate or the important Federal 
tax advantage realized from interest 
paid. In the long run, a public utility 
company will be better advised to pay, 
if necessary, somewhat higher divi- 
dends without a sinking fund because, 
after all, the rate of return in a regu- 
lated industry has relation to the cost 
of money. 
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As an illustration of the compar- 
ative expense of a preferred stock 
bearing a 4% per cent dividend rate, 
with a 2 per cent sinking fund, and a 
25-year debenture bearing a 3% per 
cent coupon, also having a 2 per cent 
sinking fund: on the basis of a $7,- 
500,000 issue in both cases, the opera- 
tion of the sinking fund would retire 
half the issue, and net savings in serv- 
ice charges on the debentures after 
giving consideration to the tax savings 
at present rates, over this period, 
would amount to approximately $3,- 
541,000 or 47.2 per cent of the issue. 
As an alternative, if the annual sav- 
ings resulting from the lower servic- 
ing cost of the debentures were applied 
to the further reduction of the debt, 
all but $93,000 principal amount of 
debentures would be retired in 22 
years, while at the same date there 
would be remaining approximately 
$4,350,000 principal amount (58 per 
cent) of the 4% per cent preferred 
issue. 


A Look to the Future 


Any “look to the future” must in- 
clude certain assumptions as to busi- 
ness activity and, indeed, as to govern- 
ment fiscal policy, both of which are 
vital factors in any attempt at an ap- 
praisal of tomorrow’s money market. 

A recent bulletin published by the 
Philadelphia Federal Reserve Bank 
was entitled: “1947: Year of the 
Slump That Never Came.” Recent 
events, however, make any important 
recession in business activity during 
the year 1948 more unlikely than some 
of our economists and _ forecasters 
thought probable, until recently. The 
adoption of the European Relief Pro- 
gram on a non-partisan basis, the 
corollary rearmament program and the 
passage of the tax relief measure over 
the President’s veto, by overwhelm- 
ing majorities, are all constructive 
steps forward. 

The adoption of these measures 
should strengthen our own confidence 
in the future and certainly reconstruc- 
tion of Western Europe and our own 
preparedness for war, if need be, is 
the best way to minimize the likeli- 
hood of war. True enough, the added 
foods and goods required for the 
European Program and for our own 
rearmament, while they do not repre- 
sent an important percentage of our 
total production, mean some increase 
in inflationary pressures. 
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National Fiscal Policy 


Now one of the important factors 
in making any assumption regarding 
future security markets is how wisely 
the Treasury and the Federal Reserve 
system handle the national fiscal policy. 

One school of thought has more or 
less consistently advocated monetary 
and/or price controls to cure inflation. 
There is no magic formula to halt in- 
flation, and the only real answer lies 
in greater enterprise and in greater 
production. If this is the right answer, 
then the measures which should be 
encouraged by Government, and by 
private enterprise, are those which will 
create a healthy atmosphere for busi- 
ness and stimulate greater production, 
so as to more nearly bring into balance 
the supply of goods with high demand, 
which is a natural corollary of full 
employment at high wages. 

Great monetary inflation during the 
war was inevitable. Control of the 
supply of money is now in the hands 
of our fiscal and monetary authorities, 
not the commercial banks of the coun- 
try. The balance between inflation and 
deflation will depend upon the wisdom 
with which the authorities exercise 
these controls. This caution and wis- 
dom was not exercised in 1920, 1929 
and 1937, with the result that defla- 
tion was precipitated and, once started, 
was hard to stop, as has been proved 
in those disastrous episodes in our 
financial history. The Federal Reserve 
System should continue to follow its 
present policy of action to 
restrain a further expansion of bank 
credit, but for it to take aggressive 
action to reduce the existing supply of 
available funds, might well produce a 
disastrous check upon the expansion 
of business enterprise sO necessary to 
increase production. 


modest 


To bring about deflation by general 
credit restriction, it must be such as 
to create unemployment and an indis- 
criminate reduction in consumers’ dis- 
before it could be 
effective. The food price situation is 
one of our most serious problems and 
continued high or rising prices for 


posable income 


food makes much more likely another 
round of wage increases, and so on. 
But we cannot expect a reduction in 
the aggregate demand for food (or 
other consumer goods) by following 
a policy of allowing government se- 
curity prices to seek their own level, 
or by forcing security prices down 
by Federal Reserve sales to contract 
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credit, unless the policy were carried 
to a point that substantially reduced 
production and employment, and, 
therefore consumers’ disposable in- 
come. 

Under present conditions, a general 
railroad strike would have been disas- 
trous to the accomplishment of: the 
necessary greater production to bal- 
ance the attempted inflationary pres- 
sures. A coal strike could have the 
same result, although in a lesser de- 
gree. It is encouraging that the steel 
companies have held the line on wages 
and made some reductions in prices, 
although these latter do not impor- 
tantly reflect themselves in the current 
cost of living. Except to correct in- 
equalities, we must have the courage 
to hold the line on wages and grad- 
ually make some reductions, as may 
be justified by a decrease in the cost 
of living. 


High Business Activity 


If, therefore, this equilibrium is not 
disturbed, we should look for a con- 
tinued period of high business activity 


and full employment. While some 
firming in short-term money rates 


may be anticipated, as indicated by 
the recent testimony of Allan Sproul, 
President of The Federal Reserve 
Bank of New York, before the Joint 
House-Senate Economic Committee, 
this need not disturb considerably 
basic long-term money rates around 
present levels. As pointed out by Mr. 
Sproul, “Prior to 1930. . . short-term 
interest rates were more commonly 
above long-term rates than the reverse 

In theory at least so long as we 
are firm in our suport of the 2% per 
cent rate for long-term Government 
Bonds we have made that a demand 
rate and there is no reason why rates 
on shorter term obligations could not 
approach this figure. The facts as dis- 
tinguished from the theory of course 
might suggest or require that we stop 
at a lower figure.” 

One other factor might disturb 
rates and the prices of securities, and 
that is the dislocation of the law of 
supply and demand by industry push- 
ing out securities faster than the mar- 
ket can absorb them. If industry ex- 
ercises self-restraint in its construc- 
tion programs and does not flood the 
market with securities designed to 
produce cash way beyond current re- 
quirements, then we may have an 

(Continued on page 227) 
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Broad Economic Trends As They Affect 
The Utility Industry 


By Dr. Lionel D. Edie 


President, Lionel D. Edie and Company, New York, N. Y. 


An Address before the Sixteenth Annual Convention of the Edison Electric Institute, 


HE subject to which I am di- 
recting my remarks is a contro- 


versial one. It is one that is in 
the middle of change. It is one that is 
headed in a constructive direction at 
long last. I speak of utility rate struc- 
ture and the manner in which certain 
broad economic trends necessitate a 
dynamic theory of utility rates. By 
dynamic theory I mean a recognition 
of the inability of the utility industry 
to operate satisfactorily at a continu- 
ously declining price trend for the unit 
product of that industry. The down- 
trend in the unit price of the product 
of this industry must not only stop; 
the trend of the price must turn up- 
ward. In other words, the broad eco- 
nomic trends in this country today dic- 
tate and compel an increase in the rate 
structure of the electric utility indus- 
try. 


Trend to Mechanization 


There is a trend in industry gener- 
ally which gives the great force ot 
demand to the utility industry, and 
that is the trend to mechanization 
within manufacturing and nearly all 
other lines of business. This trend of 
mechanization causes the great ex- 
pansion of facilities on the part of the 
electric light ‘and power industry, 
which is now in process. It is the only 
way by which the productivity of 
labor can be increased and can _ be 
caused to pursue a steady trend of 
improvement from year to year. It 
means that more power must be made 
available for each worker, more horse- 
power per man must be applied to 
manufacturing, transportation, and all 
other phases of American business. 

Over a long period of time there 
has been a very close relationship be- 
tween the trend of output’ per man 
hour, the productivity of labor, and 
the amount of power available per 
worker. In order to keep a steady 
growth in the productivity of Ameri- 
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can industry, there has had to be a 
steady increase in the horsepower per 
worker. 

In the decade from 1919 to 1929 
the horsepower per worker increased 
by one full unit of horsepower. In the 
next decade, ’29 to ’39, there was the 
same increase, but in the present de- 
cade, from 1939 to the end of 1949— 
estimating for the last year and a 
half of that decade—the amount of 
power per worker, instead of showing 
an increase for the decade, will be just 
about the same in 1949 as it was in 
1939. For the first time in this gen- 
eration, even though the electric in- 
dustry will have gone through a great 
period of expansion of facilities, the 
amount of power available per worker 
in American industry will be no big- 
ger at the end of the decade than it 
was at the beginning of the decade. 

Now, that is a very remarkable 
circumstance and may seem incredible, 
but I assure you that that is substan- 
tially the fact. 

Along with that fact, another very 
important phase of the demand for 
the product of utilities at this time is 
the ratio of power purchased outside 


manufacturing and other industry to 
that which is self-installed by indus- 
try. In 1919 the power purchased out- 
side was 31 per cent of the total. By 
1939, 20 years later, the power pur- 
chased outside was 58 per cent of the 
total. By 1951, assuming that the 
present expansion program is carried 
out, 75 per cent of the total power 
used in industry will be purchased 
outside industry. 

So that in 30 years, we have gone 
from 31 per cent up to about 75 per 
cent in this important ratio. 


Electric Power and Production 

One consequence of this is that a 
new relationship has established itself 
between the trend of production of all 
physical goods and the trend of sales 
of power by the industry. At full 
employment, the index of production 
in 1951 would be roughly double the 
pre-war level. In order to bring about 
a doubling of the physical volume of 
production, it will be necessary to 
bring about a tripling of the amount 
of the electrical power used in Ameri- 
can manufacturing. It takes triple the 
kilowatthour sale to industry to double 
the physical volume of industrial out- 
put. 

While physical trends are 
going on, there are certain financial 
and dollar trends which are perhaps 
even more important. There has been 
for a great many years a very striking 
relationship between the sales of elec- 
trical energy to residential users and 
the income which was received by the 
people of this country. This ratio be- 
tween residential demand and income 
payments has been distorted during 
the war period with the result that 
even though the 


these 


domestic load 1s 
higher than ever before, the share of 
the consumer’s dollar that is today 
being spent for electrical energy 1s 
25 per cent below normal. Normal 
simply means the average historical 
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relationship between the share of the 
consumer’s dollar going to electricity 
and the total income payments. 


Trends in Money Value 


While this subnormal position pre- 
vails, there is a third trend which lays 
the groundwork for a new pressure on 
the rate structure. That trend is in 
the value of money itself. The value 
of money has changed since the pre- 
war period. It has changed at whole- 
sale. The dollar will buy at wholesale 
somewhat less than half what it 
bought before the war. It has changed 
at retail. The purchasing power of a 
dollar has shrunk at least 40 per cent 
since 1939. 

These changes in the value of 
money are permanent changes. There 
are some people who still entertain 
the thought that at a given point, we 
shall suddenly see all prices corrected 
back to pre-war levels, or if not all 
the way back, half-way back. It is a 
false hope. The price level has changed 
permanently and we are on a new 
plateau of prices. Not in any of the 
years of the near future are we likely 
to see even remotely a return of the 
pre-war level of prices. 

But in one direction there has been 
an increase in the purchasing power 
of money, and that is in the services 
rendered by the utility industry. The 
price per unit of product for this in- 
dustry has gone down while inflation 
has prevailed universally throughout 
the American economy and through- 
out the world. 

That contradiction between the price 
trend in the utilities and the price 
trend everywhere else has been build- 
ing up an unbalanced situation which 
cannot last very much longer. We are 
nearing a point where a change has to 
come about, and the only place where 
that change can be effected is in the 
rate structure of the utility industry. 

In order to indicate some of the 
more practical phases of this problem, 
I should like to try to make a number 
of specific points. First, I would say 
that attention should be given to the 
dividend dollar. The dividend dollar 
in the electric utility industry has been 
a stable affair as far as the nominal 
amount of dollars disbursed was con- 
cerned, but it has not been a stable 
affair so far as the purchasing power 
of the dividends was concerned. 

To illustrate this, I have recently 
examined ten operating companies 
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that I would classify as leading com- 
panies, well-known companies, and 
companies whose common __ stocks 
would command the interest and at- 
tention of any typical investor. Among 
those ten operating companies there 
were five that between 1939 and 1947 
had either slightly increased their per 
share dividend rate or had held it at 
least even. But there were also five 
out of the ten in which the per share 
dividend rate was lower in 1947 than 
it was in 1939. For the entire ten 
companies, the average of these divi- 
dend changes amounted to a decline 
of 6 per cent in the per share divi- 
dends paid in 1947 over 1939. 

Now, if you take into account the 
fact that the persons who received 
these dividends were subject to the 
same change in the value of money 
as I have mentioned previously, we 
find that in real value the stockholder 
in those operating companies was 
from 40 to 50 per cent worse off in 
1947 than he was in 1939, although 
the actual number of dollars paid out 
in dividends, the nominal dollars, had 
not changed except to the extent of 6 
per cent. The purchasing power was 
changed. 


‘Steady Income” 


It is common practice in investment 
circles to refer to utility common 
stocks in this manner: “Well, if you 
want a good steady income, utilities 
are all right. Buy a good utility com- 
mon stock for a steady income. You 
don’t have to worry about income; 
they will keep on paying the dividend.” 
That is fully true. I don’t question it 
in the least. But there has not been 
any stability in the purchasing power 
of the dividend, and hence the real 
value of the dividend has lacked this 
element of steadiness which is sup- 
posed to be fundamental to the utility 
common stock. 

That may be all right for the past 
but it is not all right for the future. 
It is not all right when a utility un- 
dertakes to raise new equity money 
and goes to the stockholder or the 
prudent investor today and tries to 
make an appeal to that investor to put 
new capital into a stock offering. That 
prudent investor has a right to ask 
some very penetrating questions. He 
has a right to know whether the com- 
pany in question is interested in trying 
to give him a dividend over a period 
of years that will have stability, not 
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only in the nominal sense but in the 
sense of the real purchasing power. 

The time has come, I believe, when 
this will prove to be a vital factor in 
the raising of new capital by the 
equity route. 


New Concepts Needed 


There are several concepts and ideas 
which stand in the way of accepting 
this point of view, and one is the fact 
that for years now leaders in the 
utility industry have been pointing 
with pride, and justifiably so, to the 
splendid record of this industry in 
being able to lower the unit price of 
the product at a time when all other 
prices are going up. I say it has been 
a fine accomplishment, and I am not 
in any way criticizing the way in 
which the claim has been made in the 
past. But the time has come when 
the utility industry had better stop 
pointing with pride to this deflationary 
trend in the price of its product. The 
time has come when the industry can 
no longer afford to operate on that 
basis, render the right service to its 
customers and do justice to and play 
fair with the investors who put up 
the capital for the business. 

In other words, a change of attitude 
has got to come within the industry 
itself on this question of the price 
trend of the product of the industry. 

To put this in a slightly different 
way, among investors today there is 
a tendency to challenge the right of 
the utility industry to ask for new 
equity capital because the investor 
will say, “This is a period of wonder- 
ful expansion. I hear about a six 
billion dollar program over a period 
of three or four years. I hear about 
all of the things that are being done 
bordering on a miracle of increased 
facilities for power of all kinds. But,” 
says the prudent investor today, “will 
you please show me. to what extent all 
this expansion benefits me as a com- 
mon stockholder in an electric light 
and power company?” 

He has got to have some pretty 
definite sign that he gets a benefit. 
Well, he has the benefit of the time- 
honored axiom, a stable dividend, but 
stable only in nominal dollars, not in 
the purchasing power of the dollar. 
That is no longer enough to attract 
equity capital in adequate amounts in 
the utility field. 

Who does get the benefit of this 
great expansion of facilities? As far 
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as the investor can see, the consumer 
gets the benefit, that is, the consumer 
of the power. The stockholder has 
not had an equitable share of the 
benefits of this great expansion period 
in the utility industry, and therefore 
the stockholder is ready to issue a 
kind of challenge that if he is to put 
up new equity capital, the question of 
sharing in the benefit of future growth 
and future expansion must be faced 
and must be given a different answer 
from the one that has prevailed during 
the last few years. 


What Should the Stockholder Expect? 


Let us consider the question, what 
ought the stockholder to expect ? What 
is fair for him to seek in the future 
in order for him to feel that a utility 
equity is attractive? First, he ought 
to see a prospect not only of stable 
dividend but of an increasing dividend 
to compensate for the risk of the 
changing value of money. 

Second, he ought to see earnings 
sufficient in a utility so that the cover- 
age of his dividend is a generous 
coverage and gives him confidence in 
the continuity of that dividend. 

The kind of earnings coverage that 
he has, must bear some relation to 
the earnings protection that is found 
in other lines of industry. For in- 
stance, in manufacturing industries 
generally today, the corporation is 
paying out about 45 per cent of earn- 
ings, but in many of the leading op- 
erating companies in the utility field, 
the pay-out is 75 to 80 per cent of 
earnings, and in some cases higher 
than that. 

The utility which seeks to raise 
new capital in the equity market is 
in competition with all these other 
lines of business, where the earnings 
coverage over and above dividend is 
more generous than that which applies 
in a typical operating utility company. 
And it is very difficult to meet that 
competitive situation unless the utility 
is permitted to earn more money so 
that the protection of the dividend is 
more thoroughly assured that it is at 
the present time. 

That is what the stockholder is 
entitled to ask for, that is what he 
is entitled to get, that is what he 
should receive, if an appeal is going 
to be made to him to put up large 
quantities of new equity capital. 

Many people are blaming the small 
amount of new equity financing on 
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various scapegoats, of which the 
principal one is taxation. It is said 
that the individual surtax rates pre- 
vent people from saving equity capital. 
It is said that corporate earnings are 
subject to what is in effect double 
taxation. There are various other 
faults that are found with the tax 
system, and the utilities can’t raise 
equity capital because taxes are wrong. 

I happily join with any group that 
wants to criticize the tax system. There 
is a lot of truth in blaming the short- 
age of equity capital on bad taxes, 
but in the present state of affairs I 
believe that the tax alibi is consider- 
ably overplayed. The difficulty and 
problem of raising new equity capital 
in the utility field would be with us 
and would be acute even if the tax 
question were almost completely 
solved. 

The problem here is not merely a 
question of whether the investor has 
the equity capital available, but it is a 
question of whether he wants to put 
it in this particular type of equity. 
It is a question of the quality of the 
equity that is being offered. The short- 
comings of the equity in the utility 
field today are due to the heritage of 
the last ten years or more in the 
philosophy of rate regulation. That 
philosophy in operation at a time 
when the value of money has been 
changing, at a time when the expan- 
sion of the industry has been so great, 
has brought us now to a juncture of 
affairs where something has to give 
way. And I say the rate structure 
has to give way. 


One Jump Ahead of Inflation 


Well, one might say, “Why hasn’t 
this movement started? Why hasn’t it 
started more obviously, more aggres- 
sively? Why can’t we see signs more 
generally of an active trend toward a 
different style of rate adjustment?” 

There are several reasons why it 
hasn’t happened thus far. One of 
these reasons is because up to this 
point the economies that management 
has brought about in operation plus 
the growth factor, the expansion of 
revenues, have tended pretty well to 
absorb the higher operating costs— 
higher labor costs, higher coal costs, 
and so on. So far these have been 
absorbed, but we are about at the end 
of that rope. Moreover, a great many 
managements have been very reluctant 
to make any move as yet because they 
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have counted on the technological im- 
provements in the new capacity that 
was installed to keep lowering their 
costs and keep them one jump ahead 
of the inflationary trends that were 
always worrying them on the cost side. 


I have great respect for the techno- 
logical improvements in the new capa- 
city, but the people who have been 
depending on that to save them from 
a wholly different attitude toward rate 
structures are going to be gravely dis- 
appointed. They are going to find that 
they are behind the procession because 
this technological improvement is not 
going to be sufficient to solve the prob- 
lem for a great many of the operating 
companies. 


Inertia in Industry 


More obviously there is another 
reason why this movement has not 
taken on any great force just yet, 
and that is the natural inertia of an 
industry, the reluctance to make appli- 
cation for rate increases, the feeling 
that there is something rather danger- 
ous in public relations if a company 
goes to the Public Service Commission 
and explains why it needs better rates. 
There can always be a counterattack, 
propaganda attack, smear campaign— 
it is a public relations problem and 
people are timid about getting into 
that. 

That explains why this movement 
has not progressed very far up to the 
present time. But we are right now, in 
the summer of 1948, going through a 
very important transition from a timid 
and reluctant attitude on the rate 
question to one of boldness and initi- 
ative and leadership. We are in the 
middle of that transition now. 


As we move along over the next six 
to twelve months, we should find a 
number of things developing which 
confirm this new trend in the rate 
structure, and I shall mention just a 
few of these things that are in the 
offing. 

First, management itself is going 
to change the whole public relations 
approach on this question of the trend 
of the price of electrical energy. This 
boasting about the downtrend in the 
price of power against the up-trend in 
the price of everything else under 
heaven has reached a point where it 
serves a negative and harmful purpose 
in getting the utility industry to take 
a realistic and constructive approach 
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to the rate problems of today and 
tomorrow. 

The second thing is that it is neces- 
sary to make an attack upon a schocl 
of thought that has more or less power 
in this country. There has to be an 
attack on the idea that the consumer 
of power should be the sole beneficiary 
of this great period of expansion in 
the electric light and power industry. 

The next thing that has to happen 
is the development of emphasis, on 
the positive side; the emphasis must 
be on the rate structure and raising 
capital. 

The telephone industry has taken 
quite a strong lead in the development 
of this type of thinking. The basis 
of application in the telephone indus- 
try for rate increases during the past 
year has very largly been the necessity 
of such rate adjustments for purposes 
of capital raising. 


New Logic on Rates 


The introduction of this new idea, 
this new logic, requires a great deal 
of imaginative and creative thinking. 
It is on the way in the electric light 
and power field, and the precedent 
that has been established, the trail that 
has been blazed by the telephone in- 
dustry, is very important and will 
have a very considerable effect on the 
mental process employed in this in- 
dustry. 

If there was doubt about this, if 
there was some legitimate reason for 
saying. “Oh, well, don’t get excited 
about this. After all, this will get 
straightened out,” that doubt was 
rudely brushed aside last week when 
one of the leading automobile com- 
panies shook the world with its wage 
settlement. Up to that point a con- 
siderable amount of very constructive 
work had been done in the electrical 
equipment field and the steel industry 
to hold the line on wages this year. 
Inflation was fought, prices were cut 
rather than wages raised. But one 
leading automobile company broke 
away from that pattern. It created a 
situation that leaves us today in a 
very uncertain frame of mind—the 
possibility of a third round of wage 
increases, a bigger round than seemed 
at all necessary, now has to be faced. 
I believe it is fair to say that if there 
is going to be a third round of wage 
increases following substantially the 
pattern now in the automobile indus- 
try, that third round of wage increases 
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necessitates the first round of rate 
increases for the utility industry. 

The utility industry absorbed the 
first round of wage increases and the 
second round of wage increases and 
took it in stride by economies, by 
efficiencies, by growth and expansion 
of revenues—they absorbed the first 
and the second rounds, but the third 
one, if it is to be similar in scope to 
the precedent now established in the 
automobile industry, cannot be ab- 
sorbed by the utility industry under 
present rates. 

So the third round of wage in- 
creases, assuming that they are of the 
nature of those now established in the 
Detroit area, will speed up and put 
great pressure on the trend toward a 
new and dynamic theory of rate ad- 
justment in the electric light and 
power industry. 

Let me make very clear that I am 
not advocating any reckless scramble 
for rate increases, and I certainly 
don’t want to suggest at all that the 
electric light and power industry 
should go out and add to all the in- 
flationary pressures that exist. There 
is strong need to keep a great many 
things in balance, and in this industry 
the balance is being rather seriously 
challenged at the present time by the 
discrepancy between rate structure in 
the electric light and power industry 
and the price structure throughout all 
the rest of the economy. And that has 
got to be changed—not in any revolu- 
tionary way, but by leaders in this 
industry becoming conscious of the 
problem of balance and deciding that 
each one will be willing to do his part 
in trying to maintain that balance, 
and where it has been violated to get 
back to it. 

Now, if the utility companies them- 
selves don’t take that initiative, others 
outside the industry would criticize 
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them and perhaps even try to force 
such a lead on management. Over last 
weekend one of the New York papers 
carried a statement—a quotation from 
one of the SEC Commissioners which 
I assume was correctly reported. The 
Commissioner is reported to have said, 
“The only reason investors did not 
take more common stock of utilities 
in 1947 is that more was not offered.” 

Now, it is possible that that is not 
merely an invidious remark. It is pos- 
sible that it carries a lot of implica- 
tions that would be well worth ex- 
ploring. I can well imagine that more 
utility equities could be sold if more 
were being offered, but I am not at 
all sure it would be a good thing to 
sell more utility equities today because 
the investor has got to be considered 
not only as a source of money but as 
a source of good will. Of what avail 
is it to put over a deal—to say yes, 
we put out a hundred thousand shares 
of common stock, we got away with 
it—then a year or two or three years 
later find that the people who bought 
that common stock are not happy with 
the deal they made? 

If we are going to try to sell more 
common stock in the utility field, we 
must do all within our power to make 
sure that that stock has been  sur- 
rounded with proper safeguards, with 
the economic protection to which a 
common stock is entitled if it is to 
appeal to the prudent investor. We 
must have in mind not only our ability 
to sell the stock but to keep it sold 
and to keep it sold to a satisfied, pru- 
dent investor. And we have come to 
the point in this great post-war period 
where rate increases are necessary in 
order to give the equity investor the 
protection which he needs if he is tu 
put up the new capital and to keep 
the utility industry in a sound and 
well-balanced financial position. 





Ralph P. Wagner Appointed Chairman of Better 
Light Better Sight Bureau 


Ralph P. Wagner, commercial man- 
ager, New York Power and Light 
Corp., Albany, N. Y., has been ap- 
pointed Chairman of the Better Light 
Better Sight Bureau, for the next two 
years, it has been announced by the 
Bureau. 

Mr. Wagner succeeds Harry Res- 
tofski, sales promotion manager, West 
Penn Power Co., Pittsburgh, Pa., who 
recently assumed the duties of Com- 


mercial Division 
E.E.I. 

Mr. Wagner will supervise all activ- 
ities of the Bureau, which is now 
planning to supplement the education- 
al materials it supplies as part of the 
industry-wide Planned Lighting Pro- 
gram, and to expand its present pro- 
gram of supplying information on 
light and sight to teachers in various 
school grades. 


Chairman of the 
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Report of the Prize Awards Committee 


Chairman, Prize Awards Committee, E.E.I. 


Presented by H. M. Sawyer 


An Address before the Sixteenth Annual Convention of the Edison Electric Institute, 


HERE were four commercial 
contests available to electric util- 
ities covering activities in 1947, 

and the numerous and excellent en- 
tries submitted are an indication that 
we are once more getting in stride on 





sales promotion, despite the tight 

capacity situation. 
CRMETES  siniaicsivsrsnicsicncesvein 35 entries 
TSG cccecnnopncisinosbine a +” 
FAAMOMRS Scosecoesssslcccsccc oO ” 
Martin a 

92 
We were fortunate in having with 


us from Hotpoint, donors of the 
George A. Hughes’ Awards, its presi- 
dent and vice president, Jim Nance 
and Len Truesdell. We were happy, 
also, that Miss Camille Davied, Home 
Making Editor of McCall’s Magazine 
was with us for the presentations. 
Representing the Curtis Lighting 
Company, sponsors of the Augustus 
D. Curtis Award, were Mel Wilt, 
President, and Mr. Darwin Curtis. 
We were sorry that Mr. Thomas W. 
Martin, donor of the Martin Award, 
was unable to be with us. 

I know I speak for the industry 
in expressing appreciation to the 
donors for making available these 
contests with cash prizes totalling over 
$5,000. 

Trials of the Judges 


The panels of judges who so com- 
petently reviewed the entries and 
chose the winners labored long and 
conscientiously and were quite unani- 
mous in their praise of the results 
achieved by the various sales depart- 
ments during 1947. As typical of the 
experiences of the judges of the vari- 
ous contests, I should like to quote 
excerpts from a letter sent to the 
Institute by Mr. Marshall Waterman 
of Electrical Testing Laboratories 
after he and Messrs. Berlon C. Cooper 
of the publication “Electrical Con- 
struction and Maintenance” and 
James Krieger of the publication 
“Lighting and Lamps” had decided 
on the winners of the Curtis Awards: 
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Mr. SAWYER 


“We started work at 2:15 p. m., 
February 17, on the entries presented 
to us. The general level of merit being 
high, we found few that stood out 
strongly by reason of relative super- 
iority or inferiority. Therefore selec- 
tion was a painstaking task. 

“Working until 6:30 p. m., the 
judges reduced the candidates for the 
award to 16 entries. Following an 
hour’s recess, we worked from 7:30 
to 9:30 to reduce the number to 9 
entries. Between 9:30 and 10:15 final 
selection of the 4 winners was made. 

“The time-consuming review gives 
an indication of the fact that a con- 
siderable portion of the entries were 
‘in the running’ until the final selec- 
tion. This in turn speaks for the merit 
of all the entries in the opinion of 
the judges.” 

And now to review for you the 
winners of the awards: 


HUGHES AWARD 

The prizes in Class I covering the 
promotion of electric kitchens con- 
sisted of a trophy to the winning com- 
pany and plaques to the companies 
placing second and third. Prizes to the 
individual or individuals were $500, 
$300 and $200 respectively. The win- 
ners were: Philadelphia Electric Com- 
pany, Georgia Power Company and 


Indiana Service Corporation. Indivi- 
duals receiving the cash awards were: 
George E. Whitwell, Miss Elizabeth 
Parker and John Shannahan. 

Class II covered the promotion of 
electric ranges. Trophy and plaque 
awards were similar to those in Class 
I. First prize was won by the Florida 
Power Corporation and second prize 
by Gulf States Utilities Company. Re- 
ceiving the cash awards of $300 and 
$200 respectively were Robert H. 
Giedd and Parker Allen. 

Class III covers promotional activi- 
ties in the very important and ever- 
growing market for heavy duty elec- 
tric cooking equipment. Hotpoint, Inc. 
in making this award available has 
recognized that it is profitable not only 
to the utility but to the customer and 
the dealer as well. Wisconsin Electric 
Power Company received a trophy for 
first prize and plaques were presented 
to the Birmingham Electric Company 
and the Union Electric Company of 
Missouri who placed second and third. 
The prize awards of $250, $150 and 
$100 were received by Messrs. Kant, 
Cale and Sansbury. 

Our thanks go to the judges who 
were: L. E. Moffatt, Electrical Mer- 
chandising, Harry E. Warren, Ralph 
Jones Agency, and W. Grant Parry, 
New Jersey Power & Light Co. 

AUGUSTUS D. CURTIS LIGHTING 

AWARD 

The Augustus D. Curtis Lighting 
Award is offered to help create a high 
standard of illumination in conform- 
ance with the latest scientific advances 
in the lighting field. Four cash prizes 
are offered—$200, $100, $150 and $25 
—and the winners were as_ they 
placed: Norman Tindal, Duke Power 
Co., C. E. Romberger, Luzerne County 
(Pa.) Gas & Electric Corp., Lucian T. 
Knight, Duquesne Light Co., and 
Frank O. Evans, Indianapolis Power 
& Light Co. 


PLANNED LIGHTING AWARDS 


Most of you are familiar with the 
Planned Lighting Program for the 
electric industry that was launched 
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RALPH MOODY, left, executive vice 


right, president, Reddy Kilowatt Service. 


Chairman, E.E.]. Prize Awards Committee, center. 


under the sponsorship of the Edison 
Electric Institute last year. Several 
committees of the E.E.I. cooperated 
in developing a coordinated industry 
program to provide electric utility 
companies with the most comprehen- 
sive promotional and educational cam- 
paign ever aimed at increasing the use 
of better lighting in five markets— 
residential, store, school, office and 
industrial. 

In May of this year the E.E.I. and 
the Better-Light Better-Sight Bureau 
made available, covering activities for 
the period from March 1, 1948, to 
March 1, 1949, a contest to tie in with 
this program to be known as the 
Planned Lighting Awards. The awards 
will: cover residential, commercial and 
industrial markets. While detailed 
terms have not as yet been distributed, 
it has been determined that there will 
be cash prizes amounting to $1,500— 
$200 and $100 for first and second 
prizes in each classification, and an 
engraved bronze plaque plus $500 to 
the company with the best program in 
all three markets combined. 

The activities to be considered by 
the judges of the entries will include 
educational programs to teach Better- 


Light Better-Sight principles, sales 
promotion and selling of Planned 
Lighting installations, cooperation 


with other elements of the electrical 
industry, sales training, advertising, 
model installations and other promo- 
tional methods. 

May I urge management to fully 
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president of the Union 
Electric Co. of Missouri, receives the Reddy Kilowatt Annual 
Report Award for his company from ASHTON B. COLLINS, 


en 


H. M. SAWYER, 


acquaint their lighting sales represen- 
tatives with the terms of this contest, 
when they are available, and encour- 
age their participation therein. 


THOMAS W. MARTIN AWARD 

Certainly all of us recognize the 
necessity for load building activities 
in farm and rural communities. Rural 
lines are often extended as part of 
the obligations of a public utility and 
often the return on investment is in- 
adequate. Because of this the impor- 
tance of load development is self- 
evident. Greater kilowatthour con- 
sumption is the utility’s aim but in 
advancing our own interests we ad- 
‘vance, as well, the interests of the 
individual and the community. 

The judges of the entries this year 
were: Truman E. Heinton, Division 
of Farm Electrification, U. S. Dept. 
of Agriculture, Beltsville, Md., George 
Rietz, General Electric Co., and Lloyd 
Partain, Curtis Publishing Co. 

Thomas W. Martin, the donor of 
this award, must certainly have im- 
pressed on his organization the impor- 
tance of rural load building and | 
know was proud to have his own com- 
pany win the award for the second 
time. Our congratulations to Mr. 
Martin and the Alabama Power Com- 
pany. 

McCALL AWARDS 

The Laura McCall Awards have 
been available to electric utilities since 
1940. They have brought to the in- 
dustry’s attention the outstanding ac- 
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J. A. POLLOCK, center, line crew foreman of Georgia Power 
and Light Co., accepts the Matthews Valor Award tor his crew 
from the founder of the Award CLAUDE L. 
right, president, W. N. Matthews Corp., St. Louis, Mo. H. M. 
SAWYER, Chairman, E.E.I. Prize Awards Committee, at left. 


MATTHEWS, 


complishments that are attained by 
our home economists in furthering 
public relations and load building. In 
rendering service to customers our 
home economists are invaluable. 

The entries submitted for the Mc- 
Call Awards this year were numerous. 
Our very capable judges were: L. A. 


Dunn, United Illuminating Co. of 
New Haven, Conn., Bob Oliver, Gen- 
eral Electric Co., J. M. Stedman, 
Pennsylvania Power & Light Co., 
Miss Grace Diebig, Westinghouse 


Electric Corp., Mrs. Rita Mataraza, 
Central Hudson Gas & Electric Corp. 

There three divisions to the 
award, the third providing for three 
winners. The prize to the individual 
was, in each case, $200 and, to the 
company, an engraved bronze plaque. 
The winners were: Division A—Miss 
Leonora O’Neal, Gulf States Utilities 
Co., Beaumont, Texas; Division B— 
Mrs. Routh T. Neill, Kingsport Utili- 
ties, Inc., Kingsport, Tenn.; Division 
C—Miss Susanne Wofford, Missis- 
sippi Power & Light Co., Greenville, 
Miss., Miss Vivian Marshall, New 
Orleans Public Service Co., New Or- 
leans, La., Miss Virginia Thabet, Ap- 
palachian Electric Power Co., Abing- 


don, Va. 


were 


CLAUDE L. MATTHEWS VALOR 
AWARD 


Today, awards are to be made to 
the winners of the Claude L. Mat- 
thews Valor. Award and the Reddy 
Kilowatt Annual Report Award. 
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The Claude L. Matthews Valor 
Award was established to honor acts 
of devotion to duty wherein extra- 
ordinary courage has been exercised 
in an effort to maintain important 
electric service or to restore service in 
the shortest possible time. 

I should like to strongly urge chief 
executives to give recognition to the 
courage and devotion of their employ- 
ees by entering those eligible for con- 
sideration by the judges of this award. 

Judges of the award covering the 
year 1947 were: C. B. Boulet, Direc- 
tor of Personnel, Wisconsin Public 
Service Corp., Milwaukee, Wis.; H. 
O. Sprinkle, Manager of Operations, 
Monongahela Power Co., Fairmont, 
W. Va.; and W. R. Smith, Safety En- 
gineer, Public Service Electric & Gas 
Co., Newark, N. J. 

The judges have chosen as the win- 
ner a crew of eleven men of the 
Georgia Power and Light Company 
and the citation reads as follows: 

“During a large, severe fire, which 
completely destroyed the Elberta Crate 
Company’s mill in West Bainbridge, 
Georgia, a crew of 11 men averted 
complete loss of 7 spans of an adja- 
cent pole line carrying a 22,000-v cir- 
cuit and a 2,300-v circuit. Through 
their courageous action they saved 
the pole line, thereby preventing a 
lengthy loss of service to 5 towns and 
a suburb of Bainbridge. The crew 
was composed of the following men: 
J. A. Pollock, Tom King, E. L. Ives- 
ter, Dewitt King, L. R. Nix, Jos. J. 
Nichols, I. W. Parker, Tom H. Dod- 
son, A. F, Jordan, H. O. Thomas, and 
R. S. Brinson. 

“The lines had been de-energized 
and several of the poles were on fire 
from top to bottom when the crew 
arrived on the scene. They courage- 
ously volunteered to climb the burn- 
ing poles despite the great heat of 
the adjacent burning mill, pulled up 
fire hose from two pumper sets and 
put out the pole and crossarm fires, 
thereby saving the lines and reducing 
a probable 24-hour interruption to 2 
hours and 17 minutes for an extensive 
area of population. Their action was 
far beyond the reasonable demands of 
duty.” 

The award consists of a cash prize 
of $150 to be divided among the mem- 
bers of the crew, a parchment certifi- 
cate citation to the group and a lapel 
decoration for each member. Mr. Mat- 
thews is in attendance to present the 
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Members of the Georgia Power and Light Company Line Crew Iho Received the Claude 

L. Matthews Valor Award for 1947. Left to right: Lee Roy Nix, Herbert Thomas, Tom 

Dodson, Robert Brinson, Tom King, Cecil Gay, Ivey Parker, Joe Nichols and E, L. Ivester. 
Crew members not in the picture are Dewitt King and A. F. Jordan. 


award which will be accepted for the 
crew by Mr. J. A. Pollock. 


REDDY KILOWATT ANNUAL REPORT 
CONTEST AWARDS 


The Reddy Kilowatt Annual Report 
Award was established in 1939. For 
the first eight years of the contest it 
was open only to companies that used 
Reddy Kilowatt in their report. This 
year eligibility was enlarged to include 
all electric light and power companies. 
In commenting upon the entries, the 
judges stated they were impressed 
with the tremendous improvement in 
the reports. They found almost uni- 
versal use of simplified accounting 
presentation and also an attempt at 
simplified language in describing the 
results. Because of this general ex- 
cellence the task of judging was a 
difficult one. 

The judges were: Merryle Stanley 
Rukeyser, economic analyst and finan- 
cial writer, New York; George C. 
Tenney, vice president, McGraw-Hill 
Publishing Co. and acting editor, Elec- 
trical World ; and Tom P. Walker, vice 
president, Irving Trust Co., New 
York. 

The judges awarded first prize to 
the Union Electric Company of Mis- 
souri for its annual report for 1947 
which so splendidly illustrates, human- 
izes and simplifies the company’s op- 
erations to the stockholders. This com- 
pany won first prize last year, also. 
They are to be congratulated. 

The judges also awarded Honorable 
Mention Certificates to three other 


companies for their fine reports: 

Puget Sound Power & Light Com- 
pany, Seattle, for its president’s 
(Frank McLaughlin) heart-to-heart 
talk to stockholders ; its candor, direct- 
ness and comprehensive character ; 
and for its completeness not only in 
giving the summary of 1947 opera- 
tions but in providing comparative 
data for 10 years and thus making it 
possible for the outside analysts to 
get a better sense of perspective. 

San Diego Gas & Electric Com- 
pany, for the dramatic nature of the 
report with its interesting illustrations 
throughout, including an_ excellent 
center spread in color giving the eco- 
nomic background on the whole ter- 
ritory served. This report is character- 
ized by an analysis of the basic trends 
in the entire territory served. 

Wisconsin Power & Light Com- 
pany, Madison (Grover C. Neff, 
Pres.), for its simple presentation, 
well illustrated with charts and 
sketches. Also for its interesting and 
dramatic treatment of the source and 
distribution of revenue in a new pic- 
torial form; for its excellent Presi- 
dent’s letter setting forth succinctly 
the 4-fold goal of a privately managed 
electric company. Also, for its section 
on employees. This company won an 
Honorable Mention Certificate last 
year as well. 

The judges have asked that Special 
Mention Certificates be given for the 
outstanding reports of The Washing- 
ton Water Power Company andthe 
Utah Power and Light Company 
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The Utilities and the Community 


An Address before 


ce HE Utilities and the Com- 
munity,” not “The Utilities 


versus the Community,” is 
the topic of this discussion. Its pur- 
pose is not to recite what we of the 
Monongahela Power Company have 
been doing but to point out the things 
all of us in this business might expect 
from a full participation in the affairs 
of the communities we serve. 

To me, the “and” in the subject sug- 
gests a partnership. And that’s the 
way it should be. Certainly no indus- 
try so filters through the entire life of 
a community as does an electric power 
company. Nothing new is_ started 
without our service, be it a new house, 
a new store, a new factory, improve- 
ments in the standard of living on a 
farm—all of these stem from our ser- 
vice, so of course we are vital to the 
community. And by the same token if 
we are to grow and expand, the com- 
munity and what makes it tick are 
equally vital to us. Then too, our peo- 
ple, the meter readers, service men, 
appliance personnel and many others, 
are in constant touch with the house- 
wife, the farmer, the industrialist. 
They are a part of the social, religious 
and civic life of a community through 
the church, the luncheon club, the 
Parent-Teachers Association and this 
or that civic organization. 


Faith in the Community 


Yes, we live in our communities and 
have faith in them; and as an expres- 
sion of that faith we as an industry 
will spend, in the next few years, the 
largest amount of money ever spent 
by one industry over such a short pe- 
riod of time. 

Recently in reviewing a study made 
by Brookings Institute called ‘“Gov- 
ernmental Costs and Tax Levels,” | 
found that in estimating the annual 
governmental expenditures over the 
next few years they had assumed 
there would be a steady expansion of 
the Federal government in the electric 
business under various guises. Then, 


By A. C. Spurr 


President, Monongahela Power Company 


the Sixteenth Annual Convention of the Edison Electric Institute, 
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as a present-day reminder of the fact 
that the government is really operating 
in our fields I noted an item calling 
for $400,000,000 additional for the 
REA, another of $4,000,000 to start 
work on approximately an $84,000,000 
steam plant for the TVA and sundry 
appropriations totalling $800,000,000 
for so-called flood control projects 
with incidental hydro which in a few 
years would also need steam to firm 
up the power. 

So, I asked myself, “What’s wrong 
with our industry that the American 
public seem to be so apathetic about 
the huge expenditures of money, to 
say nothing of the socialistic trend that 
it all implies?” We sell a product that 
is a little over 1 per cent of the aver- 
age household budget and one of the 
few items that did not increase during 
the war. A product that represents 
about 2 per cent of the cost of manu- 
facturing, and yet there seems to be a 
lot of approval for increased invasion 
of our business. When politicians in 
an election year add their voices to the 
cry for more power through govern- 
ment spending, they must feel it has 
popular approval. 


Knowing that the average country 


editor and his small city compatriot 
usually have their fingers on the pub- 
lic pulse, we wrote about a hundred of 
them reciting the above facts and a 
few more about the industrial compe- 
tition at subsidized rates and asked 
them “how come.” We’ve received a 
lot of replies, most of which declared 
against “government in business.” One 
letter struck me forcefully because 
this editor had often advocated the 
government developing the water pow- 
er in our state. He wrote: 

“Until relatively recently — the 
past five of six years—the public 
utilities—the vast majority, had the 
world’s lousiest press and deserved 
same because far too many public 
utility officials did nothing whatso- 
ever to convince the people they 
were interested in doing a good job 
for them. There are a heluva lot of 
things that most big business enter- 
prises could do for their communi- 
ties that would cost them little but 
would turn the trend away from 
government in business to business 
in government. I hold that we had 
to get the government in business 
during the early thirties for several 
provable reasons. I hold that now 
we should definitely reverse the 
process for equally provable rea- 


sons.” 


Working for the Community 


Later a telephone chat and golf 
game with this same editor brought 
forth the remark, “The reason I 
switched to private ownership of elec- 
tricity was the job you people are 
doing on developing your communi- 
ties. It’s a better job than the govern- 
ment can do, and much cheaper on us 
taxpayers.” 

We have been convinced for a long 
while that working for the communi- 
ties is good business because it is ap- 
parent we cannot prosper unless our 
communities and customers prosper 
first. But we were sort of pushed into 
doing something about it by a report 
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of a Federal Commission that made 
an exhaustive study of part of our 
territory with the idea of making it a 
junior TVA. However, the majority 
of the Commission had suggested that 
the private power company be given a 
chance to see what it could do in the 
way of developing the natural resour- 
ces of the area and showing a social 
as well as an economic awareness of 
its responsibilities. 

We took that report to the news- 
paper editors in the ten counties cov- 
ered by it and in partnership with 
them formed a ten-county develop- 
ment association called the Upper 
Monongahela Valley Association. From 
our experience in working with the 
communities through that association 
came our Territorial Development De- 
partment and a program that now is 
operating throughout the entire area 
in which we serve. Through that de- 
partment we are putting especial em- 
phasis on agriculture. We now have 


five former county agents who are: 


project directors in a contest known 
as “Farming for Better Living’ (ap- 
proved and helped by the Extension 
Service), also a housing counselor, a 
recreational and tourist advisor, an in- 
dustrial counselor, a soil conservation- 
ist, a farm management specialist and 
a forester, together with a manager of 
the department and local representa- 
tives in four of our six operating 
divisions. 


Community Contacts 


Our people make a lot of public ap- 
pearances and become associated with 
a great many community activities. 
Whether or not the people with whom 
they are working give any thought to 
their identities as power company em- 
ployees, they’re accepted into commu- 
nity circles for the job they are doing 
and judged by the way they do it. We 
long ago learned that people are not 
interested in our problems, but they 
are interested in their own, and appre- 
ciate anything that anyone else does to 
help them. The newspapers share that 
Viewpoint and treat the activities of 
our people as legitimate news, and 
rightly so. These contacts have shown 
us very definitely that the communities’ 
problems are our problems but our 
problems are -not the communities’. 

Speaking of other people’s problems 
coming first, I remember attending a 
farm meeting and while I was waxing 
eloquent on some of the industry’s 
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problems a fellow in the back of the 
room remarked, “Wait until that so- 
and-so gets through and I'll tell you 
about some real problems.” Since then 
our people have not spoken about the 
company’s problems, but always about 
the mutual problems of the commu- 
nity. We are trying to make ourselves 
so important in the solution of other 
people’s problems that they never 
think of looking to Washington for 


help. 
Agriculture Clinic 


Being small town people and not 
travelling about very much, we sort of 
got the feeling or impression that we 
were one of the very few companies 
that was doing anything in a broad 
community development program. Of 
course, we were aware that a great 
many companies in other industries 
were working with their communities 
and that a new breed of public rela- 
tions counsel had grown up specializ- 
ing in community public relations, but 
we knew little of what other compa- 
nies in our industry were doing. This 
smug feeling on our part was further 
encouraged about a year and a half 
ago when 125 people representing 60 
companies in the power industry from 
the four corners of the nation came to 
Fairmont for an agricultural clinic, 
primarily to get a first-hand view of 
the kind of a program we had and 
how it was being carried out. 

Anyway, in preparation for this 
discussion today we decided to send 
out a letter and questionnaire to other 
companies, to find out just what they 
were doing about community relations 
and community cooperation. The re- 
sults have been amazing. The thing 
that bothered me after going through 
the assembled data, and still is bother- 
ing me, is, just where are we slipping 
a cog? On paper the programs look 
good, but with all that the industry 
apparently is doing, we’re still in the 
national doghouse, so either we're 
fumbling the ball somewhere along the 
line or else all this high and mighty 
talk I’ve been giving you about com- 
munity ideals is wrong. 

The last time I checked the figures, 
83 out of 146 companies had respond- 
ed to our questionnaire. 

Eighty-two of them answered that 
they do maintain a direct and intimate 
relationship with community organiza- 
tions. Most of them belong to the 
Chamber of Commerce and the civic 
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clubs; they support the churches and 
schools and the social and welfare 
groups in their communities. 

Only 29 companies, however, an- 
swered that they had departments 
dealing exclusively with area develop- 
ment. And, in answer to the question, 
“Do you have a prepared program 
covering policy, activity and job re- 
sponsibility,” the replies were a bit 
discouraging. Only 17 companies had 
defined policies of community develop- 
ment; 20 had programs of activity to 
be followed; and 19 had _ prepared 
statements of responsibility of those 
engaged in development activities. 

There probably are a lot of conclu- 
sions the statisticians can reach from 
those figures. They tell me only that 
from 15 to 29 of the companies rep- 
resented here today are doing more 
than letting their community relations 
follow the course of least resistance. 
Seventeen companies have said they 
have definitely formed policies of 
community development; 29 have de- 
partments dealing with the develop- 
ment of their areas. 

One can go into any section of the 
country and find it definitely and im- 
pressively demonstrated that the elec- 
tric power industry is playing a vital 
role in community and territorial de- 
velopment, so impressive to me that I 
still can’t help but wonder why more 
isn’t heard about what’s being done. 
If the programs impress one who has 
been preaching this sort of thing, they 
should be little short of amazing to 
those who have given the general sub- 
ject only passing thought. 


Some Community Programs 


Various excellent programs with 
which we became acquainted through 
our survey should be mentioned brief- 
ly: South Carolina Power, with a long 
range program aimed at industry, ag- 
riculture and tourist trade, and bol- 


stering the public attitude . . . its 
“Progress Program” is worth looking 
into . . . strictly at the community 
level . . . there’s Georgia Power, doing 


a grand community job, particularly 
through its Better Home Towns Pro- 
gram and its drive for better tourist 
facilities ... Florida Power and Light 
has done a swell job in development 
of home products, among them sweet 
potatoes and citrus waste, through 
chemurgy, and it has done a lot for 
its west coast communities by bally- 
hooing the spring and summer vaca- 
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tion possibilities of the area . . . best 
proof that Alabama Power is carrying 
on a broad program is its winning of 
the E.E.I.’s 1947 Rural Electrification 
Award ... Alabama has a staff of 23 
people whose sole duty it is to work 
with the farmers and rural people... 
they’ve learned, too, as we have 
learned, that the best way to get the 
job done is to work through commu- 
nity leadership and through the rec- 
ognized agricultural, civic and govern- 
mental development groups. 

The power company, to be of help, 
must first of all have the friendship 
and confidence of the people it wants 
to help. To get that we’ve got to earn 
it. We can’t overlook the fact that 
we’re not the only ones who are inter- 
ested in community development. 
Whereas our interest may be compar- 
atively new, experts and specialists 
have been working on community, 
farm and industrial programs for a 
good many years. We have learned 
the minute the power company seeks 
to be the “big frog” in the pond it in- 
vites a negative reaction ; that it is try- 
ing to be the whole show in the field 
where it is just an amateur. The farm- 
er and the merchant, as well as our 
agricultural agencies and our cham- 
bers of commerce, know that a lot of 
time, effort and thought has been 
given to development without our 
leadership, and it is only natural that 
resentment would crop up. Actually, 
our job is to implement their programs 
with services we are particularly fitted 
to render—electric power, widespread 
area coverage and promotion. 


Non-Rural Communities 


The same holds true in non-rural 
community development. It may be 
that your company will do all the leg- 
work, make all the contacts, and actu- 
ally do the selling job on a new indus- 
try coming into the area, but you'll get 
a lot farther if you let your community 
leadership hold the spotlight. The pub- 
lic, even that part which likes us, still 
is suspicious of bigness in business 
and industry, and for that reason it is 
best to let the people of a community 
be a part of development activities and 
feel they are doing it their own way. 
Of course, where there is real com- 
munity leadership to do a job, then by 
all means it should be encouraged. It 
has been our custom to get the news- 
paper people together first, review 
with them the particular problems 
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arising, propose corrective measures 
and invite their opinions and criti- 
cisms. Then we can proceed, assured 
of their interest and support. Let me 
repeat for the sake of emphasis, the 
problems of the community are our 
problems but our problems are not the 
community’s problems. 

But back to what other companies 
are doing: 

Texas Power and Light has the 
commendable policy of encouraging its 
employees to participate in community 
activities .. . it maintains an engineer- 
ing service to help industry . . . makes 
surveys, aids in the promotion of nat- 
ural resources through booklets and 
can claim priority as a pioneer in de- 
velopment of the textile industry, 
dairying, frozen food locker plants 
and soil conservation in its area . . 
Virginia Electric and Power believes 
that “Good public relations must be 
earned” and is backing up that policy 
with sound industrial and agricultural 
programs. 


Public Power in the South 


In case you get the impression that 
I’m calling the roll of southern states, 
it might be well to stop and consider 
why. They’re the states where most of 
the public power pressure has been ap- 
plied. The South, because of its many 
low-income areas, was the logical 
starting place for the economic medi- 
cine men, and the zip which their med- 
icine gave to the Tennessee Valley is 
proving a strong influence for expand- 
ed use of the hypodermic. The fact 
that free enterprise in the South is 
fighting for its life today should be 
warning enough to other areas to 
guard against incidents that could give 
the public power boys an excuse to 
move in. 

At the other end of the country four 
companies in the northwest have gone 
together in a national advertising pro- 
gram that is doing a great deal for 
the industry and for free enterprise 
generally. They are Puget Sound 
Power and Light, Northwestern Elec- 
tric, Pacific Power and Light, and 
Washington Water Power. 

In the field of companies that are 
carrying on intelligent national adver- 
tising programs, good examples are 
Ohio Power, Pacific Gas and Electric, 
Wisconsin Power & Light, Wisconsin 
Public Service, Cincinnati Gas & 


Electric, Cleveland Electric Illuminat- 
ing Company and Commonwealth Ed- 
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ison—all of them rendering, through 
their advertising—a distinctive service 
to their own territories and to the 
nation. 

A fine example of cooperative effort 
by a group of companies is the effec- 
tive territorial information department 
of the New England Power Service 
Company. 

It would be amiss here not to men- 
tion also the excellent program of 
community service that is being car- 
ried on by Idaho Power, particularly 
in the field of chemurgy. And Idaho, 
like Puget Power and others of the 
Northwest, is fighting the battle for 
its existence. 

I suppose that back in West Vir- 
ginia we’ve been fortunate in that we 
haven’t been big enough to attract the 
serious attention of the government- 
in-business boys, and I’m not going to 
brag, but I can say this about our own 
program. We’re trying everything in 
the book—agriculture, industry, hous- 
ing, recreation, conservation, forestry. 
We have people out in the field who 
talk to the farmer on a grass roots 
basis and our meter readers in the 
urban areas are taught to talk to the 
housewife about her service problems. 
He carries the tools to make minor 
appliance repairs, and if Mrs. House- 
wife shows an inclination to talk 
about a new home or a community 
program he knows where she can get 
the information she may need on those 
subjects. I hope I’m not being too op- 
timistic when I say we’re getting out 
of the public doghouse by degrees. 


Political Bugaboo 


One of the toughest nuts we have 
to crack in our community relations is 
that old bugaboo, politics. Power is 
used as a political football on the 
slightest provocation. It shouldn’t be 
that way. There’s no more natural 
connection between politics and the 
generation and distribution of elec- 
tricity than there is between politics 
and the mining of coal, the selling of 
neckties or the restaurant business. 
But there it is. 

Perhaps there have been occasions 
on which individual companies of our 
industry have permitted themselves to 
become voluntarily involved ; certainly 
the pressing question of municipal 
ownership of electric facilities has in- 
vited the attention of people to the 
business of generating and selling elec- 
tricity. But under any circumstances, 
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even direct involvement in a political 
issue does not mean that we have to 
stoop to playing politics the rough and 
tumble way, and the farther we can 
stay away from partisan politics the 
better off we’re going to be. Get tarred 
with the political stick and you’re fair 
game for any and all politicians. The 
reason is simple. We are big, the big- 
gest private interest in most of our 
communities. The American public 
still has a soft heart for the underdog, 
and most any politician sounding the 
catch phrases of “cheap power” and 
“water power belongs to the public,” 
can manufacture a “pet devil” out of 
the utility that is inclined to quarrel 
with him, even though the company 
can boast an excellent record of 
achievement in public service and low 
rates. 


Municipal Ownership 


I can cite a specific instance of one 
company that played politics and paid 
heavily for its participation until it 
learned the easier approach, It fought 
the issue of municipal ownership 
through four municipal elections. The 
issue wasn’t always a direct one, but 
an implied one through candidates who 
were for or against municipal owner- 
ship. 

Then the company got a new presi- 
dent. He immediately refused to put 
any more money into the fight but 
asked that a civic meeting be arranged, 
as large an attendance of the public as 
possible be promoted and that he be 
given the opportunity of talking to the 
group. The turnout was large and the 
company president laid his cards on 
the table. A survey had been made of 
the community. It showed that the 
community’s economy was suffering a 
steady decline. He said to the group, 
“you’ve seen the problems that your 
community must face; do you think 
you can lick them through municipal 
ownership?” He went on to outline 
what the power company could do to 
help lick those problems and offered 
that help if the community really was 
inclined to do something about the 
situation. 


From that time on, municipal own- 
ership ceased to be a political issue. 
The town is growing steadily, and 
very recently acquired four new and 
important industries. The company 
purchased the street lighting system 
and got rid of the outmoded equip- 
ment that had retarded electric serv- 
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ice in the community. There’s a friend- 
ly relationship between the company 
and the community—a triumph for the 
policy of cooperation. 

In case you may be inclined to 
pooh-pooh the idea that public power 
isn’t a political issue, stop and consider 
a moment that Governor Tom Dewey, 
on his recent visit to the Northwest, 
chose Portland, Oregon, as the right 
place to enunciate his views in favor 
of more valley authorities and the fur- 
ther projection of the Federal govern- 
ment into the electric power field. 
Likewise it was in Portland, Oregon, 
in an area of vast potential water 
power and the most lucrative spot for 
the launching of a public power em- 
pire, that the late Franklin D. Roose- 
velt first laid down his power policy. 
The only conclusion can be that pub- 
lic power very definitely is political re- 
gardless of the party—an issue that 
has been and will continue to be 
played to its fullest advantage in the 
never-ending battle for public favor. 





Many of us can take a leaf from 
the record book of TVA, which has 
done a fine job of steering clear of 
local politics, even though TVA is a 
political creation. And, to further em- 
phasize that electric rates are primar- 
ily a political issue, let’s consider what 
a recent public opinion survey in the 
TVA area brought forth. It showed 
strong endorsement of TVA, and first 
in the minds of those interviewed in 
the poll were the things that TVA 
has done for their communities. Low 
rates were a fourth place considera- 
tion of a people to whom rates should 
be most important, certainly more im- 
portant than in our more industrial- 
ized areas where they have been used 
very successfully as political issues. It 
is the only weapon available to the 
politician fighting a politically-minded 
power company, and it works. 


Get Out of Politics 


How can we get the generation and 
distribution of electric power out of 
politics ? 

We can start with a sincere effort 
on our own part to get out of politics 
and stay out. 

We can keep out by doing the kind 
of a job that the public we serve ex- 
pects of us—by making it clear 
through our every-day conduct that 
our aim in life is to be good citizens, 
to sell electric power, to serve the pub- 
lic to the best of our ability and to do 
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everything we can to help our com- 
munities know and enjoy the high 
standards of living in which electricity 
plays so vital a part. 

Today we have the story of the 
modern approach to area and commu- 
nity development as represented by 
the Middle South development, or, as 
I would like to call it, the American 
Way Authority. Middle South is a 
new program, financed and sponsored 
by the four electric power companies 
operating in Mississippi, Louisiana 
and Arkansas. Our good friend Ham 
Moses of Arkansas Power and Light, 
speaking at the dedication of the pro- 
gram in April, explained it this way: 

“We are doing cooperatively, and 
as a region, just what each company 
and each state has been doing for 

25 years. We are collectively recog- 

nizing that we are citizens and com- 

munity builders first, and electric 
utilities next.” 


Dynamic Leadership 


Mr. Moses offered another thought 
on that occasion—one that goes be- 
yond the things I’ve talked about here 
today. “Industry,” he said, “faces the 
most serious challenge ever faced in 
its history. This challenge comes, not 
from power-hungry labor leaders, not 
from Communist fronts rampant in 
our country, not from pressure groups, 
but straight from the American peo- 
ple. It’s a challenge to American busi- 
ness to provide a new dynamic leader- 
ship for a restless and a perplexed 
people. It’s a plea from the composite 
heart of the common man that private 
enterprise—the American way of life 
—help restore a nation’s faith in it- 
self. It’s the fond hope of millions that 
free competitive industry will continue 
to produce more goods, for more peo- 
ple, and at lower prices, than any 
other system yet devised by man... 
our people today are tired of regimen- 
tation, centralization, and concentra- 
tion and boot-strap economy. They 
want business to prove that our way 
of life is better than any other system 
in the world.” 

No doubt you’ve already seen some- 
thing in the papers about the Middle 
South. You’re going to hear more, be- 
cause much of its program will be 
built around advertising of the three- 
state area. The four power companies 
involved are prepared to spend a lot 
of money in the effort. 

Agriculture being the field chiefly in 
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need of development in our territory, 
we're making the approach on the 
premise that haystacks are as impor- 
tant as smokestacks. Once we prove 
that point we will have an agricultural 
industry that knows much _ better 
standards of living, at the same time 
finding the expanded use of electricity 
directly related to the new and more 
enjoyable ways of farm living. 


Soil Conservation Programs 


Our whole industry should take soil 
and water conservation seriously. It 
applies to every area. 

In one of our watersheds, the West 
Fork River Valley, we had a flood and 


water supply problem. Seeking a 
sound approach, we brought in 
through the valley association the 


same engineer who had designed the 
Miami and Muskingum water conserv- 
ancy programs in Ohio. He pointed 
out to us that placing a dam at the 
point where it would impound the 
most water and control floods down- 
stream would not solve the problem. 
The reservoir back of the dam would 
destroy valuable farm land and more 
than 50 per cent of the annual flood 
damage would continue in the areas 
upstream behind the dam. Instead, he 
recommended check dams and con- 
servation practices farther back in the 
head streams—the principle of hold- 
ing the raindrop where it falls. By 
that practice, the water would better 
serve the farm and contribute to better 
farm income. It would guarantee regu- 
lar water supply. And it would elim- 
inate the necessity of high and expen- 
sive dams. 

That engineer’s report, which is al- 
most identical to the recommendations 
subsequently made to Congress by the 
U. S. Army Engineers, started us into 
the field of conservation and today we 
employ a full-time soil and water con- 
servationist. One of the projects on 
which he is working today is the de- 
velopment of localized watershed 
areas, organizing the farmers of those 
watersheds, or communities, to coop- 
erate in a broad program of conserva- 
tion practices that will hold the water 
on the land and stop the erosion that 
has been gradually washing away the 
farmer’s facilities for making money. 
That program is hitting at the com- 
munity level. 

Don’t get the idea that Middle 
South, that is, the American Way Au- 
thority, is throwing a lot of money 
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into saving the American Way, with- 
out thought to getting a return on it. 
That wouldn’t be the American Way. 
Ham Moses and his colleagues of the 
Middle South are motivated by the 
same principles that have prompted us 
of Monongahela Power to make a 
comparatively large investment in our 
territorial development program. Ev- 
eryone in our territorial development 
department is there because we want 
to make money. Ours is not a philan- 
thropic or altruistic move; nor a pub- 
lic relations stunt but plain good busi- 
ness; sometimes we call it “enlight- 
ened selfishness.” We've been pretty 
frank about our policy, and that frank- 
ness hasn’t hurt us. We admit we’re 
in community development and terri- 
torial development to make money. 
We can’t make money unless the peo- 
ple we are serving make money, so it 
becomes good business on our part to 
do whatever we can to help them get 
it first. 


Fairmont’s Coal Bureau 


Here’s a specific example of how 
that works. The Upper Monongahela 
Valley Association, was first sponsored 
as a vehicle for meeting the govern- 
ment’s challenge to show what private 
enterprise could do, Through that as- 
sociation we organized what is known 
as the Fairmont Coal Bureau. The 
Fairmont field had been, and is again, 
one of our richest soft coal fields. But, 
it spent a good many years wrestling 
with the problem of what to do with 
slack. Slack coal was a drug on the 
market. It could be utilized as an in- 
dustrial fuel but special type boilers 
were required to burn it. Operators 
were shipping and. selling coal on a 
price basis and slack that couldn’t be 
sold had a depressing effect in deter- 
mining the price at which other sizes 
of coal should be sold. The slack still 
had to be mined with the other coal. 


Slack Coal Production 


The Bureau was formed as a fuel 
engineering service. Most of the im- 
portant operators in the field joined 
and are maintaining the Bureau. The 
Bureau itself, through its engineers, 
has sold the idea of boiler installations 
that will use Fairmont slack as well as 
other types and sizes of coal. Because 
that type is the cheapest grade of coal, 
it means a big saving to consumers, 
and, with proper equipment it has 
been proved very efficient. In our in- 
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dustry particularly, it is the most eco- 
nomic and yet efficient fuel we can 
use. Through the Bureau’s efforts, 
nearly 800 new boiler installations 
have been made, designed to burn our 
coal. They have an estimated annual 
coal consumption of 32 million tons of 
slack coal. It is estimated that the 
mines of the Fairmont field could rea- 
sonably plan to increase production at 
the rate of three million tons a year 
for the next five years, to meet the de- 
mands of this new market. 


Community Relations Program 


That means a lot more business for 
us, since mines are among our biggest 
industrial consumers. And the miners, 
who have assurance now of steady em- 
ployment, are good residential custom- 
ers. 

A bit of sound advice from Philip 
Lesly, vice president of the Chicago 
public relations firm of Harry Cole- 
man & Company, appearing recently 
in the Public Relations Journal, had 
this to say about the proper ingredi- 
ents for a community relations pro- 
gram: 

“Developing good community re- 
lations involves two basic things: 
keeping the community informed 
about the company, and making the 
company a good citizen of the com- 
munity, aware of its responsibilities 
to the other citizens and eager to 
contribute to the general welfare. 
This calls for active participation in 
community affairs and public ser- 
vice. The company must avoid giv- 
ing the impression that it is the un- 
approachable giant behind a high 
fence; instead it should make itself 
a friendly and helpful neighbor.” 
Follow that formula and a lot of us 

will find that we’re back in the good 
graces of the American public. 

We have strong faith in the com- 
munities that we are privileged to 
serve, and as evidence of that faith 
we have launched the greatest expan- 
sion program: that any industry ever 
has engaged in. By the same token we 
have innate pride in those communities 
and a sincere desire to see them grow 
and prosper. What better expression 
of faith and pride is there, then, than 
working with them as a partner, lend- 
ing our facilities in the fullest measure 
to serve the individual and community 
good? It’s good for the community, it 
is good for the whole American sys- 
tem of living and it is good for us. 
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The Utilities’ Stake In Soil Conservation 


By Dr. H. H. Bennett 


Chief, Soil Conservation Service, U. S. Department of Agriculture 


An Address before the Sixteenth Annual Convention of the Edison Electric Institute, 


T IS highly encouraging that the 
I subject of soil conservation has 

been included in this program. It 
means that our utilities throughout the 
country have sensed the intimate rela- 
tionship that productive land has to all 
human affairs and progress, every- 
where. 

Everybody is or should be basically 
concerned with the permanency of our 
productive land, because it is the 
source of our food, most of our cloth- 
ing, all of our wood supplies, and an 
increasing number of the raw products 
of industry. More than that, of all the 
many problems facing the world to- 
day, the toughest of them is: How to 
feed a rapidly increasing population 
from a limited and diminishing sup- 
ply of productive soil. 


The Brutal Truth 


The time has come to speak out 
with the brutal truth about the land 
problem in the United States and 
around the world. First, there must be 
stressed the great need for determined 
leadership of the kind that really un- 
derstands the utter dependence of all 
mankind on the land, sees the practical 
possibility of improving the land and 
increasing its productiveness through 
conservation and senses the advan- 
tages of such increased production to 
everybody. 

Another aspect of the hard truth— 
and not nearly enough people under- 
stand this—is that population has 
either caught up with the food-produc- 
ing possibilities of a vast area of the 
earth’s surface or is moving rapidly 
in that direction. In other words, there 
is not enough land for the world’s 
population under existing methods of 
food distribution and improper use 
and protection of the land. 

This is not intended to scare peo- 
ple. What is to be hoped will come 
from pointing out these dislocations 
and weak links in our world setup is 
an increased sense of individual and 
public responsibility toward the need 
for taking better care of what land 
is left. 


Atlantic City, N. J., June 3, 1948 





Dr. BENNETT 


Most of the people of the world are 
undernourished today. They seldom 
have enough to eat of any kind of 
food, nutritious or otherwise. This 
is not just an emergency situation 
brought on by the recent war. Millions 
in Asia and many of those in North 
Africa and parts of Europe were hun- 
gry long before World War II broke 
out in 1939. Famine had become al- 
most periodic in some parts of the 
world. 

And, as a matter of course, hunger 
is sure to remain with us unless some- 
thing can be done to increase the food 
supply. The whole, disagreeable truth 
is the way we've been going, we are 
running out of productive land—wast- 
ing it rapidly and unnecessarily. While 
this has been going on, some people 
have assumed that the eroded soil 
which has been scattered irrecovera- 
bly over the floors of the oceans can 
be readily made over again from the 
raw subsoil left in our fields. It would 
be comforting if we could. But man 
has not learned how. He can improve 
erosion-exposed subsoil, of course, but 
the top layer that’s gone can’t be built 
back and can’t be hauled back from 
the oceans. 

In the meantime, hungry people are 
dissatisfied people; they are potential 
hazards of strife, locally and interna- 


tionally. The world seems too small 
today for us to live in peace with a 
few of its people well fed and the rest 
hungry. And there is little doubt but 
that these unpleasant realities contrib- 
ute to the difficulties we are confront- 
ed with and the gravity of the deci- 
sions that must be made at home and 
in our international relations. Until 
the food problem is solved, it is high- 
ly unlikely that we can achieve any 
lasting solution of a number of other 
momentous problems. There must be 
development and maintenance—con- 
servation—of the land from which 
people live, get their food, raiment, 
and other necessities. 

That is why a long-range program 
of soil and water conservation is one 
of the most urgent needs facing our 
civilization. 


More Food With Better Care of Land 


Unrest and difficult problems are 
likely to be with us until every help- 
ful adjustment of man to land is 
made. Such adjustment can be effec- 
tively made regionally or world-wide 
only through proper use and conserva- 
tion of our food-producing land. 

There is but one way to provide 
more food—even to maintain our 
present food production—and that is 
to take care of the productive land we 
have left with such efficiency as will 
make it produce more. Fortunately, we 





can do this. 

In the short space of two decades, 
during which our present national pro- 
gram of soil conservation has been 
under way here in the United States, 
it has been shown definitely that we 
not only can use the land without im- 
poverishing or ruining it, but we can 
so treat it as to materially increase its 
productive capacity in most instances 
and keep it productive by the use of 
proved practical soil and water con- 
servation measures—use of the knowl- 
edge we already have. 

Never before in the history of man- 
kind has every acre of good hand, as 
well as land that can be made produc- 
tive with improved methods, been so 
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important to the present and future 
welfare of all people. According to the 
investigations of the Soil Conservation 
Service*, there are left in the world 
only about four billion acres of im- 
mediately arable land, as nearly as we 
have been able to determine from in- 
formation now available. That is all 
there is to produce the food needed by 
the world’s 2% billion people. And it 
is not all good lands; a great deal of 
it is of only medium quality, or is 
poor. And the number of people on 
earth is said to be increasing at the 
rate of about 20 million annually. 
This means, world-wide, that we 
have less than 2 acres of productive 
land per person at present. And even 
this small per capita acreage is shrink- 
ing. It is shrinking because, as already 
noted, the world’s population is grow- 
ing while the area of productive land 
is becoming less. Land is becoming 
scarcer because we are still impover- 
ishing or ruining it for further culti- 
vation in all parts of the world. Even 
here in the United States we are still 
permitting land to be ruined for any 
further practical cultivation, mainly 
because of excessive erosion by wind 
and water, at an average annual rate 


of around 500,000 acres. 


A Limited Supply of Land 


Two acres of productive land is 
barely enough to furnish a minimum 
adequate diet: for one person. In fact, 
most nutritionists seem to feel that 
about 2% acres of reasonably produc- 
tive cultivable land are needed to fur- 
nish a minimum nutritional diet for 
each person. Clearly, then, we cannot 
afford to waste any more land; we are 
going to be hard pressed to get along 
even though we may be able to in- 
crease the productivity of all the 4 
billion acres the world now has. 

And it must be remembered that 
this land is not distributed equally 
among all the peoples of the world. 
Some nations have less than half an 
acre per person, and not all of this is 
good land. 

There probably are some millions of 
acres of presently unproductive land 
in the world that might be brought 
into productive use. The precise ex- 
tent is not known, because surveys 
have not been made. Here and there 
are some virgin tropical lands that 
could be used to produce more food, 

* Bennett, H. H. “The Coming Technological 


Revolution on the Land,” Science, Vol. 105, Janu- 
ary, 1947. 
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as in the Amazon Basin, especially 
along the upper portions of some of 
its tributaries like the Napo. There 
also are still some areas in the tem- 
perate zones that could be brought 
into production by clearing, drainage, 
irrigation, or other means. Even when 
we consider all these, however, we 
still do not arrive at any surplus of 
readily usable productive land. 


United States Better Off, But Not Yet 
Safeguarded 


The world food situation will get 
much worse unless we make up our 
minds to move rapidly ahead with ef- 
fective soil conservation, unfettered by 
fear, lack of understanding, and in- 
capacity for making decisions. As 
never before, leadership is needed— 
fearless, understanding, determined 
leadership that will move ahead before 
it is too late. 

It is not going to improve automati- 
cally or with short-cuts and panaceas. 
Industry is continually calling for 
more and more of the raw products 
of the soil. So, the duty of land goes 
on increasing, while the supply con- 
tinues to decrease. 

The United States is somewhat bet- 
ter off than most nations from the 
standpoint of its area of productive 
land, chiefly because of its rich herit- 
age of good, readily usable land. But 
there is little cause for complacency ; 
for we, too, have come all too close to 
the danger line as the result of care- 
less use of our land. Over the past 150 
years—chiefly over the last 100 years 
—we have something like 
half of our farmland to be damaged 
by erosion. Millions of acres have 
been ruined for any further immedi- 
ate cultivation—around a_ hundred 
million acres of cropland alone, not 
counting a tremendous acreage of 
damaged range land. Other millions of 
acres of cropland have been damaged 
and continue to be damaged by mod- 
erate to serious erosion. Nearly a 
third of our original supply of topsoil 
was allowed to wash or blow away, 
while we thoughtlessly pursued a pol- 
icy of plow up, wear out, and move 
on. And the wastage is not yet under 
control by any means. 

Around 85 per cent of the farmland 
that is still subject to impoverishing 
erosion is yet without the protection 
of effective, adaptable, acre-by-acre 
conservation treatment—the only kind 
of treatment that can possibly give us 
full and permanent protection of our 
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remaining productive land. Because of 
past thriftless use, we have left in the 
United States today only about 460 
million acres of high grade cropland, 
as well as can be determined. That is 
slightly more, on the basis of present 
population, than 3 acres per person. 
Unfortunately, all but about 100 mil- 
lion acres of this 460 million acres is, 
without adequate safeguards, subject 
to erosion, waterlogging, salt accumu- 
lation, or other forms of soil impover- 
ishment; and from 80 to 100 million 
acres of it needs clearing, drainage, 
irrigation, or other improvements to 
make it productive. 

Around a fourth of the cropland in 
this country is being damaged at a 
critically rapid rate by erosion. This is 
an area estimated at something like 
115 million acres of highly vulnerable 
cropland, much of which will be per- 
manently damaged and some ruined 
for further cultivation every year it 
is cropped without protection. It 
ought to be adequately protected—and 
can be—during the next 10 to 15 
years. 

Still another large area of cropland, 
estimated at some 115 to 120 million 
acres, should, for the same reason, re- 
ceive adequate protection not later 
than about 1970. This latter type of 
land is not being damaged so rapidly 
as the other class, but we cannot af- 
ford to let it run along unattended. 
Nor can we afford to neglect the addi- 
tional millions of acres on which ero- 
sion is beginning or will begin any 
time it is carelessly used. 





A Great Soil Conservation Program Is 


Under Way 


Fortunately, as already indicated, 
the Soil Conservation Service has ac- 
quired the basic knowledge necessary 
to stop deterioration on most types of 
agricultural land found throughout the 
world. Not only do we know how to 
check accelerated erosion, but we also 
know how to increase the productivity 
of most lands. Since 1929, the Soil 
Conservation Service and its parent 
agencies have been conducting experi- 
ments on soil and water conservation, 
and since 1933 have been applying 
soil and water conservation to farm- 
lands throughout the country with 
highly effective action programs. This 
work is being done by farmers them- 
selves, with the technical assistance of 
the Soil Conservation Service, through 
local units of government called soil 
conservation districts. 
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There are now nearly two thousand of 
these soil conservation districts. They 
cover more than a billion acres and 
include more than three-fourths of the 
farms of the nation. During the last 
fiscal year, farmers and ranchers in 
these districts actually applied com- 
plete conservation treatment to more 
than 20 million acres. This treatment 
included the making of all needed 
changes in land use and the applica- 
tion of those conservation practices 
needed to maintain the productivity of 
the land permanently. 

This kind of effective soil conser- 
vation is being done through conserva- 
tion planning and treatment of whole 
farms, by the farmers and the soil 
conservationists working cooperatively 
out of the land—field by field, in 
every pasture and woodlot, in every 
gully, and over every acre of idle land. 
Through such a system of sound con- 
servation farming, all of our farm- 
land can be permanently safeguarded. 
Moreover, this means a_ diversified 
type of production that fits the needs 
of the land, gives people more food 
through increased per-acre production. 
Also, it is sufficiently flexible to be 
responsive to changing markets or 
other demands, such as the present 
food-producing emergency. And, too, 
it gives the basis for the permanent 
maintainence of the soil to support a 
permanent agriculture for a perman- 
ent nation. It is our best insurance for 
the future and for the guarantee of 
farm plant maintenance. 


Local Soil Conservation Districts 


This program of proved soundness 
is moving forward with gratifying 
progress through soil conservation dis- 
tricts. The districts are local units of 
state government and the most effec- 
tive device ever conceived for carrying 
out conservation treatment of the land 
in a practical, effective, wholly demo- 
cratic way. 

We now have in the Soil Conser- 
vation Service the first and by far the 
largest group of trained, expert soil 
conservation technicians in the world. 
And, what is also important, we have 
a constantly growing understanding ot 
the importance of positive soil con- 
servation among the leaders and 
thinking people in virtually every part 
of our society—educational and relig- 
ious, agricultural, business, and pro- 
fessional. 

Important progress has been made 
during the past few years in safe- 
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guarding the future of our land and 
in increasing its productivity. But we 
still have a long way to go. Only about 
15 per cent of the job has been com- 
pleted. Even so, the United States is 
far ahead of all other nations of the 
world in recognizing the soil erosion 
problem and doing something about it. 
Several other nations are beginning, 
patterning their programs after the 
soil conservation program of this 
country. And more countries are using 
the research data we have accumulated 
on soil erosion and its control. But 
many countries—some of the most 
destitute—have still done little or 
nothing to conserve their remaining 
productive land, or to increase its 
productivity. These conditions should 
be remedied now, for nothing is to 
be gained and a great deal is to be 
lost by waiting for the next generation 
to do it. Not only must we speed up 
our conservation program here in the 
United States, but we must, through 
some means, induce other peoples of 
the world to do likewise, for this, like 
most of the difficult problems civiliza- 
tion faces today, is a world problem, 
not just a local problem. 


Utilities’ Interest Increasing 
g 


In one way or another soil conser- 
vation relates to all human activities. 
Both locally and nationally, it bene- 
ficially affects the production of food, 
fibers, wood, and various raw prod- 
ucts of industry, as well as income, 
the tax base, and trade. There should 
always be a healthy interest in our 
national program of scientifically-ap- 
plied soil conservation on the part of 
everybody. 

Recently, much helpful interest in 
soil conservation has been shown by 
a great many, and an increasing num- 
ber, of our industries, our utilities, 
our railroads, manufacturers, bankers, 
educational institutions, and so on. 
This interest is being shown by way 
of useful publications dealing with the 
details of soil conservation and_ its 
application to the land. Essay prizes 
are being offered and rewards for soil 
conservation work are being given by 
a variety of institutions and indus- 
tries, as well as soil conservation dis- 
tricts. All of this is highly creditable 
and most helpful 
evidence of our increasing interest, 
nationwide, in the welfare of the only 
resource we without) which 
people cannot get along here on earth 

that is, our productive land. 


It is encouraging 
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When the world was younger and 
there were fewer people on earth, man 
had only simple desires compared with 
what people demand in these times. 
So, there was no land problem in the 
sense of scarcity. There was plenty 
of land everywhere, then. And people 
didn’t have to live where water was 
not available. Then, too, the world 
had not grown nearly so small as it 
is today, with our modern facilities 
of transportation and communication 

These and other things have brought 
about enormous changes which, when 
combined with our greatly increased 
population, and our wasteful methods 
of land use, have put such a strain 
on the soil that all of us are going to 
have to fight from now on to the end 
of time to keep up our agricultural 
production. 

Our American utilities are showing 
increasing interest in soil and water 
conservation, flood control, and in the 
prevention of sedimentation of our 
reservoirs and drainage and irrigation 
ditches. Among other things, utilities 
develop and handle water power, an 
activitity that is inseparately tied in 
with the problem of silt prevention. 
They, like the farmer and the flood 
control engineer, are deeply interested 
in holding as much of the rain as 
possible where it falls, and in con- 
trolling the excess—the runoff—all 
the way down to the oceans. 


Watershed Basis 


The mere reference to flood and silt 
prevention leads me to express my 
deep regret that we are not permitted 
to go ahead with our original plan 
for attacking the erosion problem, 
floods, and silting on a _ watershed 
basis. Objection to the watershed plan 
of procedure was raised by those who 
felt the job could be done better on 
the county unit basis. In some local- 
ities the job is being done on the 
watershed basis, and the results are 
very satisfactory. That’s the natural 
way to manage water. It is the way 
to build and maintain reservoirs for 
water conservation and it is also the 
best way to set up irrigation projects. 
Nature had nothing to do with the 
establishment of township, county, 
and state boundaries; but it had 
everything to do with the establish- 
ment of every watershed boundary on 
eatth. And whoever did the planning 
was a very wise planner, indeed. As 
a matter of fact, the United States 


and most nations—is a composite of 
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watersheds, big watersheds and little 
ones, all set up by Nature. All gov- 
ernmental units, on the other hand, 
represent our conception of the way to 
carry on our business and govern- 
mental affairs. 

So, unfortunately, we were not per- 
mitted in the soil conservation job to 
operate on the watershed basis every- 
where. 


Flood Control 


In our flood control operations, the 
Soil Conservation Service devotes its 
efforts largely to lands drained by 
small streams—the “little waters” of 
the nation. We have found that the 
combined damage produced by floods 
along these lesser streams that drain 
the uplands—the fields and pastures, 
the woodlands and all the hills—and 
find their way into the trunk streams, 
exceeds the flood damage along the 
main channels, at least on many of the 
trunk streams. This fact has been 
ascertained through our detailed flood 
control land and water surveys, as 
well as through our field experience. 

The Soil Conservation Service is 
cooperating with the Forest Service 
and with the Army Engineers under 
the Omnibus Flood Control Act ( Pub- 
lic Law No. 738—74th Congress), 
and also with soil conservation dis- 
tricts and other agencies, in a co- 
ordinated attack of flood prevention 
and flood control. Our Service oper- 
ates principally in those areas where 
farming is important; the Forest 
Service carries on its operations prin- 
cipally within the limits of national 
forests, most of which are located in 
mountainous and hilly regions. The 
flood control activities of these two 
agencies are involved, primarily, with 
prevention operations. The Army En- 
gineers, with whose work the opera- 
tions of the Soil Conservation Service 
and the Forest Service are coordina- 
ted, are engaged in the field of con- 
trol operations. They work chiefly 
along the trunk streams where it is 
necessary to control floods. This calls 
for the use of major engineering op- 
erations, such as the 
levees, revetments, 
floodways. 

Cooperation, recently effected be- 
tween these agencies, is working 
smoothly. I think this arrangement is 
going to get results, but it’s going to 
take time. Floods are violent and far- 
reaching in their depredations. 

Everybody seems to be in favor of 


building of 
reservoirs, and 
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Sixteenth Annual E.E.I. Convention Spurs Industry’s 
Confidence in Future 
(Continued from page 172) 


sively competitive, remain in the low 
range for top quality men, Mr. Breck- 
enridge pointed out. 

Interesting trends in utility employ- 
ment include increased summer em- 
ployment of undergraduates, and in- 
creases in the number of companies 
organizing cadet training courses and 
contacting colleges. A “seller’s mar- 
ket” in engineering graduates is ex- 
pected to continue for the next two 
years, in spite of the increased num- 


soil conservation work and much 
money has to be spent in clearing up 
muddy water for drinking and other 
purposes. There is, occasionally, a 
considerable outcry about building res- 
ervoirs where much rich alluvial land 
is covered by water. Good land does, 
unfortunately, get covered up. As to 
what is the best thing to do will de- 
pend very much on the particular 
situation—what does the greatest good 
for the most people. 

It is possible, too, that people some- 
times forget that some of our great 
cities were built on the very banks 
of streams in early days when floods 
were not so serious as they have be- 
come since the advent of agriculture 
in America. The best way to handle 
floods along these streams is through 
the upstream type of work carried on 
by the Soil Conservation Service and 
the Forest Service, in cooperation with 
those who conduct the major down- 
stream engineering operations. 

The only practical way for the 
prevention of siltation is by carrying 
out a good job of soil conservation 
work that will keep the soil in the 
fields and out of stream channels, 
reservoirs, and ditches. 

Utilities have reason to be particu- 
larly concerned with the rapid siltation 
of our reservoirs. About one-third of 
the nation’s electrical power is gene- 
rated by hydroelectric installations. 
Silt is seriously reducing the capacity 
of many storage reservoirs to main- 
tain a high rate of firm power pro- 
duction. 

The Soil Conservation Service has 
made surveys of a number of power 
reservoirs to find how fast they are 
losing their storage capacity. We have 


ber of men being graduated each year. 

George B. M. Robertson of the 
Philadelphia Electric Company out- 
lined proposed changes in the proce- 
dure of the National Fire Protection 
Association in drafting the National 
Electric Code. The new procedure 
provides for public discussion of each 
proposed new code by a broadened 
Electrical Section of NFPA. Any in- 
dividual or company that is an NFPA 
member can participate. 


found, for example, that the High 
Rock Reservoir on the Yadkin River 
in North Carolina, a project owned by 
the Aluminum Company of America, 
lost nearly 5 per cent of its capacity 
before it was 8 years old. The Lloyd 
Shoals Reservoir, in Georgia, owned 
by the Georgia Power Company, lost 
more than 12 per cent of its capacity 
before it was 25 years old. Lake 
Taneycomo on the White River, Mis- 
souri, owned by the Empire District 
Electric Company, lost 46 per cent of 
its capacity in a little over 22 years. 


Power Lost Through Silting 


In 1941, the Southeast suffered a 
severe drought just when power was 
in critical demand to support a rapidly 
expanding war-production industry. 
At that time all of the steam plants 
as well as the hydro plants were in 
continuous operation. During less than 
3 months of drought, the Service esti- 
mated that 90 million kilowatthours 
of electricity were lost in four South- 
eastern States solely as the result of 
silting in the power reservoirs. The 
water that could have been stored in 
the reservoirs the preceding spring 
in the space occupied by the silt 
caused this relatively large loss in 
power. At the national average sale 
price of electricity that year, this rep- 
resented a gross loss to public utilities 
of $1,700,000. 

Utilities not only have a vital stake 
in the broad public aspects of soil 
conservation, but they have a direct 
financial interest in the control of 
erosion on the watersheds supplying 
the runoff that fills the hundreds 
of hydroelectric power reservoirs 
throughout the country. 
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Leadership In Accident Prevention 


By A. T. O'Neill 


President, Buffalo Niagara Electric Corp. 


An Address before the Sixteenth Annual Convention of the Edison Electric Institute, 
Atlantic City, N. J., June 3, 1948 


RESIDENT Oakes has pointed 
Pr. way for this discussion by 

his excellent letter of February 
6, 1948 addressed to the chief execu- 
tives of the member companies. In this 
letter, he pointed out that injuries had 
been trending upward and called for 
intensified efforts to check and reverse 
the trend. This, of course, is helpful, 
but standing alone, it is not enough. 
You and I, as leaders of our own 
companies, must get into this problem 
and work out a solution at the top. 


A Look At the Record 

During the three days we are meet- 
ing here in Atlantic City for this Six- 
teenth E.E.I. Convention, if general 
accident averages hold, at least one 
employee of this industry will have 
lost his life while on the job and more 
than sixty others will have suffered 
disabling injuries of greater or less 
severity. Projecting this figure for- 
ward, it means that during 1948, be- 
tween 100 and 200 lives will have been 
lost and more than 7,000 employees, 
some of them yours and some of them 
mine, will have been disabled either 
temporarily or permanently. Based on 
this industry’s accident record over the 
past years, what I have just said will 
become an accomplished fact unless 
you and I do more about it than we 
have in the past. 

Considering the number of employ- 
ees in this industry and the number of 
manhours of labor performed, you 
might well ask the question, is the 
record a bad one? Twenty years ago, 
there would have been reported be- 
tween two and three times as many 
deaths and disabling injuries as are 
now reported. Great progress, notable 
progress, grand progress has been 
made. 

3ut the fact is, that the progress 
has been made between 1924 and 1934, 
and since 1934 the disabling injury 
rate has been -trending upward until 
it now stands at a 16-year high. The 
fatality rate has generally been on a 
downward trend, but in 1947 it shot 
upward again and we find ourselves 





back again where we were in 1938 and 
1939. The fatality rate increased 50 
per cent in 1947, 

Fig. 1 illustrates what has been hap- 
pening. The upper curve is lost time 
accidents per 100 employees and the 
lower curve is fatalities per 1000 em- 
ployees. Here, then, we have the stage 
setting. Here then we have the prob- 
lem sharply defined. Here then we 
see the job before us if we are to 
prevent this curve from climbing back 
to the level of twenty years ago. 

There is no point in being alarmists, 
but as leaders of this industry and as 
men of responsible positions, handling 
the very lives, happiness and security 
of our employees, to say nothing of 
the financial end of this accident and 
Mr. O'NEILL damage situation, we should realize 
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that all is not serene. There is an old 
adage that “everybody’s business is 
nobody’s business.”’ It is an old one 
but a true one, and when top man- 
agement forgets this whole question 
of lives and safety and delegates it 
wholly to the operating forces below 
the range of top management, the 
adage holds true and the question 
becomes nobody’s business. 

Accident injuries and death are un- 
pleasant things to contemplate and in 
addition to the personal suffering and 
grief they bring about, they are, to be 
brutally frank, costly propositions to 
any company. They are costing the 
industry millions of dollars each year 
and they are costing employees ad- 
ditional millions by way of reduced 
earning power and expenses not 
covered by compensation payments. 
These are red ink entries clear across 
the books. 

It is unnecessary, therefore, to delve 
deeper into the picture. As experi- 
enced operating men, you realize the 
problem and its serious effects. The 
problem now is what can be done 
about it. 


Leadership—Key to Prevention 


“Shot in the arm” leadership will 
not do. Too often the tendency has 
been “‘to let a sleeping dog lie” and 
as long as the organization is function- 
ing satisfactorily without too much 
safety effort we are prone, busy as we 
are, to let things drift until a serious 
accident occurs. Then a great fuss is 
raised. Everyone concentrates on the 
slogan, “This thing has got to stop,” 
and then an intensive investigation 
is begun and you find that the acci- 
dent just didn’t happen. 

When you come to look into the 
occurrence and really investigate its 
background, you find that it is but the 
outcropping of a careless way of 
doing things and that it is but the 
end result of a toleration of careless 
methods. The point, therefore, is that 
we ought to be on the lookout for the 
things that lead up to this serious 
occurrence. Make it a practice of hav- 
ing sent to your desk each week, and 
certainly no longer than each second 
week, a list of the accidents occurring 
in the interim, stressing, not severity, 
but the hazard and the violation, if 
any, involved in each particular in- 
stance. 

In other words, national figures 
clearly indicate that about one out 
of each six electrical contact accidents 
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involves a fatality. Therefore, it fol- 
lows that if your weekly or bi-weekly 
review indicates that there has been a 
contact burn involved, even so slight 
as to blister the tip of the finger, then 
it is time that top management get 
on the move to see the reason for 
violations that lead to such accidents. 
This type of hazard and possible vio- 
lation are used only as a type. This 
theory and scheme ought to be fol- 
lowed across the board, but in this 
connection, we ought to keep in mind 
that we are engaged in dealing with 
one of the extra-hazardous occupa- 
tions and if we keep that firmly in 
our minds, then we ought to use 
extra care and caution commensurate 
with the extra-hazardous occupation. 

My observation and experience in 
accident prevention dates from the 
time when my direct responsibilities 
were in accident prevention and claims 
work in my own company. There is 
no substitute for sustained active par- 
ticipation by the heads of the organi- 
zation. If we want a safe organiza- 
tion badly enough, then we ought to 
be able to keep at it on a day by day 
basis. There is a chain of responsibil- 
ity that binds you and me closer than 
is comfortable to these deaths and 
injuries if we are to face the issue 
squarely. 

Let me trace that responsibility 
from top to bottom. I shall use my 
own company as an example because 
I am more familiar with what we 
have done. I have no doubts that some 
of you could furnish examples as good 
or better than the one I shall describe. 


What One Company Did About It 

The Buffalo Niagara Electric Cor- 
poration and its subsidiary, The Ni- 
agara Falls Power Company, employ 
substantially 3,450 people. We operate 
at Niagara Falls the largest privately- 
owned hydro station in the country, 
and just over the city line of Buffalo, 
one of the largest steam electric gen- 
erating stations in the world, together 
with smaller units. We have 3,442 
miles of high-tension transmission 
lines and 29,940 miles of distribution 
circuits in a territory of 5,950 square 
miles. We have highly concentrated 
urban loads in the cities of Buffalo 
and Niagara Falls and we have farm 
customers far out at the end of rural 
feeders. These facts show that we 
have a fairly good cross-section of 
this industry’s operations and are ex- 
posed to all of its hazards. 
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Quite some years ago, we found 
ourselves in difficulty with accident 
frequency and severity, too, especially 
in the distribution field, and we de- 
cided that we were going to come to 
grips with the situation. The first step 
was to study our records and to find 
out what our men were doing that 
was costing them their lives. Then we 
examined our own safe practices pro- 
visions, our “Mark Up” rules and 
“Rules for Safety of Employees” of 
the Company, and the conclusion was 
reached that perhaps instead of a 
constant violation of rules as the term 
was usually understood, that there 
was a failure on the part of our men 
to study and to make sure that they 
understood the rules as provided, and 
that perhaps we should go further 
than to hand out the rule books and 
take a receipt for them with the assur- 
ance that that was sufficient for the 
purpose. 


Do They Know Your Rules? 


We, therefore, set about to examine 
each electrical worker in the Company 
orally, in the presence of a stenog- 
rapher, with a chart showing a pole 
top on which there appeared a trans- 
mission circuit, primaries, secondaries 
on a rack and a communication circuit. 
Questions were asked, not the same 
questions of each man, directed 
toward a situation that might arise 
while working on such a pole and as 
to how each man would handle him- 
self within the safety rules in a giv- 
en situation. 

We were astounded to find out that 
we had been penalizing or threatening 
to penalize men for failure to carry 
out rules when, as a matter of fact, 
they didn’t know the rules. In our 
judgment, therefore, the failure was 
as much management failure as work- 
er failure, 

So we set out anew to train our 
men. Linemen’s schools were organ- 
ized where training could be carried 
on, illustrating a live line situation on 
dead line work. Through safety meet- 
ings, visual aids, posters, models, field 
visitations and every legitimate means 
at our disposal, we sought to educate 
and persuade our men that these safe 
practices were life savers. 

Progress was made and the fatality 
rate began to drop. As these safe 
practices became more and more an 
accepted part of the work procedures, 
we began to stiffen our requirements 
for this work. For example, the super- 
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intendent of distribution, when he feit 
that the proper point had been reached, 
made it a part of his operating pro- 
cedure that a lineman who failed to 
wear his gloves within reach of ener- 
gized primaries no longer could be a 
first-class lineman. Foremen were held 
responsible for the enforcement of 
this rule. 

We did not start out immediately 
with a set of rules that had stiff penal- 
ties to back them up because we be- 
lieved that to put rigid enforcement of 
new practices too far in advance of 
current performance would lead us 
into difficulties. It was when the ma- 
jority of the workmen and supervisors 
had been sold on the soundness of 
our safe practices that the few who 
did not conform could be brought into 
line by penalties which the majority 
accepted as just and reasonable. 

Fig. 2 shows some of the results 
that have been obtained. On it, we 
have plotted the fatality rates of the 
electric industry as well as our own. 
We have made progress and we think 
we are on the right track, but we have 
not by any means attained our goal. 

We cannot be content until we 
bring the ratio to an irreducible mini- 
mum and maintain it there. The forces 
that threaten the lives of our employ- 
ees are numerous and complex and 
they never rest. The biggest part of 
our job still lies ahead. 


Meeting the Challenge 


In this present year, the industry 
has tools with which to work that are 
better than it has ever had before. The 
Accident Prevention Committee of the 
Institute has boiled down the lessons 
from billions of manhours of experi- 
ence to a handful of safe practices 
expressed in the simplest of terms. 
If these safe practices were uniformly 
adopted today and enforced, then fatal- 
ity rates and disabling injury rates 
would come tumbling down to a level 
that would make today’s record look 
as high as the record of the 1920’s 
appears to us today. Leadership is the 
missing factor and it is up to you and 
me to supply it. When the fact is fully 
appreciated that a high accident rate 
isn’t just presumptive evidence of 
something wrong with management 
but the strongest kind of proof of it, 
we shall be on our way. 

The amount of time needed to dem- 
onstrate the interest of top executives 
in safety and keep the organization 
hard at it is, by and large, compar- 
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atively small. Every hour that you and 
I devote to accident prevention will 
be returned many times in a safe, 
happier and more efficient organiza- 
tion. We cannot afford to let the 
thousand and one things that clamor 
for our attention push accident pre- 
vention out on the fringe. 

The importance of supervision of 
automobile operations must be accen- 
tuated. The member companies of this 
Institute operate large fleets of auto- 
mobiles on the public ways of this 
land within and without municipalities. 
An automobile left in the hands of 
an incompetent or careless person may 
well become a death-dealing instru- 
mentality. That we are bound to know. 
The name of the company on an auto- 
mobile is a challenge to the manage- 
ment and we may not allow the con- 
tinuous operation of the automobiles 
without bringing to ourselves the 
knowledge of the method of their 
operation. 

The rules of the road, either under 
state or local law, should be first 
taught and secondly, enforced. Inspec- 
tors and supervisors should be spot- 
checking operations. In other words, 
we may not assume that our men know 
the rules of the road and are obeying 


them. It is management’s duty to 
know. And one more thing about this. 
We are often judged as to the kind 
of people we are by the impression 
our drivers leave with the public. The 
driver who never surrenders the right 
of way to another or to a pedestrian 
at a crossing, and who rushes through 
traffic, leaves an imprint on the public 
mind very often associated with the 
management. 


Conclusions 

In closing these remarks, a few 
things taken from experience have 
proven helpful in keeping a sound 
accident prevention program going 
effectively. 

1. Establish a sound Safety Depart- 

ment with a man of thorough 

engineering training at the head 

of it, and once you are satisfied 

with the Safety Department as 

constituted, see to it that the rec- 

ommendations of the department 

are adopted and enforced. 

2. Follow the accident trends. If 
trends are unsatisfactory, call 
for reasons. If they are good, 
let your people know that you 
have noted the fact. 
(Continued on page 227) 
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Who Are Our Stockholders? 


By Harold S. Sutton 


Treasurer, Consolidated Edison Company of New York, Inc. 


An Address before 


PARAMOUNT problem of the 

day is public relations. Ameri- 

can business long ago mastered 
the job of producing its goods in 
quantity, cheaply and well, and dis- 
tributing them widely. During recent 
years it has come to realize that it now 
has another job—to defend its own 
place in the social scheme, to justify 
the private enterprise system under 
which it operates, to tell the manage- 
ment side of the labor-management 
story, and so on. Public relations, so- 
called, is the modern tool. This is al- 
most too fundamental to bear repeti- 
tion here. 

Lately an outgrowth of this public 
relations consciousness has appeared 
in the form of a stockholder relations 
consciousness. Business heads are 
coming to realize not only that the 
stockholders are entitled to considera- 
tion, but that their cultivation pays off 
in loyalty, interest and cooperation. It 
is almost as though management had 
directed their attention to the sides of 
the well-known triangle in three suc- 
cessive stages—first the customers, 
then the employees and now the own- 
ers. All of these are, of course, but 
segments of the general public—often 
overlapping. 


Study of Stockholder Relations 


What is reported to you here are 
the results of recent investigations and 
studies which our company has been 
making in the field of stockholder re- 
lations, trying to find out something 
about the owners. Hence there are 
many references that must necessarily 
be made to our company. If our find- 
ings and conclusions have any value 
to the light and power industry, or to 
business generally, it is by way of a 
case study. Therefore, we give you the 
particulars of this case study, and in- 
dicate some of the conclusions and les- 
sons we think may be drawn from it. 

Like many other American corpo- 
rations, Consolidated Edison has been 
practicing stockholder relations quite 
intensively over the last decade. For 
example, some years ago we adopted 


the Sixteenth 


Atlantic City, N. J., June 3, 1948 





Mr. SUTTON 


the welcoming letter to stockholders 
and the quarterly dividend enclosure 
giving company news and earnings. 
We have gradually been streamlining 
our annual report. We send to all 
stockholders fairly complete stories on 
our annual meetings. We carefully re- 
ply to stockholders’ letters, and try to 
do a lot of other little things we think 
our job requires and which we hope 
may help to make them think well of 
us. 

From our contacts with the institu- 
tional investors—the banks, investment 
trusts, investment counselors — we 
were well aware of their interests and 
attitudes, but what about the rest, the 
individual stockholders? As to them, 
we have wondered whether we were 
groping in the dark. We didn’t really 
know the kind of people we were di- 
recting our efforts toward. We were 
like a manufacturing concern trying to 
sell a product without knowing its 
market. If we could only know more 
accurately the “nature of stockhold- 
ers,” we could proceed much more in- 
telligently in addressing them. 

What kind of people were these who 
had bought our stock, and why did 
they buy it? Had they in fact bought 
it, or how had they come by it? If 
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they had bought it, who and what con- 
siderations influenced them to buy it? 
Were they investors or speculators— 
how many of them were holding the 
stock for income and how many in 
hope of profit? How many of them 
owned Consolidated Edison — stock 
only? In how many cases was it sim- 
ply one of their several investments? 
Into what age groups did they fall, 
and into what income brackets? What 
did they do for a living, or how many 
of them didn’t work at all, because 
they were retired and living on in- 
come? 

For some time we had been sending 
out the various communications men- 
tioned above. How did the stockhold- 
ers like them? What did they think of 
the welcoming letter? Did they like it 
or did they think it was the bunk, or 
didn’t they care one way or the other? 
The volume of acknowledgements had 
been so small as to suggest the last. 
Did they have any interest in the divi- 
dend enclosure, or were they interest- 
ed only in the check that was in the 
same envelope ? How did they like our 
annual report? Even, we might ask 
them, what did they think about the 
management ? 


Getting the Answers 


It is easy to be dogmatic about the 
answers to these questions, and many 
a vice president will reel off the an- 
swers at the drop of a hat. The trou- 
ble is that none of them agree. So we 
decided to make a conscientious effort 
to discover what the story actually 
was. We thought best to concentrate 
on the common stockholders only. We 
felt that, for the present at least, we 
could take it for granted that the hold- 
ers of the preferred stock were dyed- 
in-the-wool investors, interested pri- 
marily in safety and income, and con- 
tent with a fixed return. We also feel 
that their reactions to our stockholder 
relations activities would be about the 
same as the common stockholders’. 

Of approximately 124,000 names in 
which the common stock was _ regis- 
tered, we found that about 108,000 
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represented individuals—men, women 
or joint ownerships. We assumed that 
the stock standing in the names of 
bank nominees, brokers and other fi- 
duciaries, was in fact the property of 
individuals, the pattern of whom 
would follow generally the pattern of 
the shares in individual names. The 
insurance companies, the investment 
trusts and other so-called sophisticat- 
ed investors, did not concern us for 
this purpose, so their names too were 
left out. 

The obvious way to get the infor- 
mation we wanted concerning these 
108,000 individual stockholders was 
by the use of the modern business tool, 
the public opinion survey. We called 
in a leading firm to advise us, and 
followed throughout the established 
techniques of the public opinion polls. 


Survey Procedure 


You may be interested in learning 
exactly how we proceeded. For rea- 
sons of both speed and economy, we 
decided to use a mail survey, followed 
up, for checking purposes, by personal 
calls on a number of those who did 
not respond. The experts told us that 
if we mailed a questionnaire to about 
8 per cent of the list, and tabulated 
the answers we received, we would 
have an adequate statistical sample of 
the mail responses. The names were 
selected by pulling every twelfth name 
from the alphabetical list of common 
stockholders, unless such name _ hap- 
pened to fall into one of the eliminated 
classifications, in which case the twelfth 
following was taken. 

To each of these names we sent a 
questionnaire in the form of a four- 
page folder. The front page contained 
a letter over the facsimile signature of 
the president of the company, explain- 
ing briefly that we were interested in 
the opinions of our common. stock- 
holders on many matters, and asking 
for their cooperation by way of as 
complete and candid answers as they 
were able to give. We told them we 
expected to make use of the results in 
assisting us to better serve their inter- 
ests as stockholders. No place was 
provided for a_ signature, but each 
questionnaire bore a code number to 
enable tabulation as to geographical 
location and size of holding. 

The experts said we should expect 
around a 20 per cent response, Actu- 
ally we got over 27 per cent. 

We trained a group of our public- 
contact employees and, after the mail 
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questionnaires had come back, sent 
them out on a personal canvass of 
enough of the non-respondents to find 
out whether or not their failure to re- 
spond had been because of any preju- 
dice. As it turned out, the results of 
these interviews followed very closely 
the pattern of our mail responses, and 
bore out the conclusions arrived at 
from the mail responses. 

The results were carefully entered 
on punch-cards and tabulated in ac- 
cordance with the best statistical tech- 
niques. A number of breakdowns were 
made. One was as to geographical lo- 
cation—that is, whether in New York 
City or outside, and for the total 
U. S.; another, as to size of holding— 
1 to 4 shares, 5 to 9, 10 to 19, 20 to 
29—and in blocks of increasing sizes 
up to 5,000 shares and over; another 
as to income brackets—under $3,000: 
$3,000 to $4,999—up to $20,000 and 
over; another, as to age brackets; an- 
other, as to sex. 

Study of these breakdowns has 
given us a lot of angles, and from 
them we have drawn our conclusions. 


Conclusions 


Conclusion number one, is, as some 
of us had long suspected, that stock- 
holders are people, and that our stock- 
holder list is, in the final analysis, just 
a cross-section of the body politic, 
with two general-exceptions. One is 
that the stockholder group is older, the 
median age being 40 per cent higher 
than that of the nation’s adult popula- 
tion, as was to be expected. The other 
is that the annual income is higher. 

On the other hand, we did unearth 
some important facts and some sur- 
prising ones. Possibly the most inter- 
esting was that only 5 per cent of the 
stockholders are ours alone. In an- 
swer to the question, “Do you own 
other stocks beside Con Edison?” 
ninety-five per cent say ves. Of these, 
12 per cent said they owned several 
(2 or 3), 37 per cent a few (3 to 10), 
51 per cent over 10. 

From this data alone it might be 
deduced that our stock is owned by a 
group of wealthy investors. However, 
this is disproved when we turn to the 
income figures and find that the me 
dian yearly income of those reporting 
was $4,700. But, as might be expected, 
it was found that the greater the in- 
come, the larger the holding of our 
stock. 

A look at the distribution by occu- 
pations likewise disproves the wealthy 
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investor theory. The most frequently 
mentioned occupation was housewife 
—this by 24 per cent of all stockhold- 
ers responding to the questionnaire. 
The next two classifications at 19 and 
18 per cent respectively were propri- 
etors, including managers and officials, 
and retired persons. Professional and 
semi-professional workers comprised 
16 per cent; clerical, sales and kindred 
workers 13 per cent. Furthermore, we 
knew the median holding of Con Ed- 
ison common stock to be 34 shares, 
representing capital at today’s market 
about $800, which again indicated 
modest means. 


Competition for Stockholders 


Does not this fact, that only 5 per 
cent of the stockholders are exclusive- 
ly ours, emphasize that we are in com- 
petition for favor with the stockhold- 
ers of a large number of other com- 
panies? Does this not mean that the 
impression we make upon our stock- 
holders may well determine whether, 
if they have to sell some of their hold- 
ings, they decide—values of course 
being equal—to sell someone else’s 
and keep ours; or, conversely if we 
and other companies happen to be of- 
fering rights to subscribe for new 
stock at the same time, they will buy 
our stock instead of someone else’s? 
We think the answer is yes, and we 
have accordingly a new concept of 
our competitive position with respect 
to securing funds in the investment 
markets. 

Possibly the next most interesting 
finding was how these people hap- 
pened to become stockholders. Not all 
of them purchased their stock—only 
87 per cent; 3 per cent acquired it by 
gift, 9 per cent by inheritance and 1 
per cent by distribution from another 
company. 

How did those who bought it hap- 
pen to buy it? What influenced their 
decision? The replies show that some 
58 per cent acted on the basis of per- 
sonal recommendation. These recom- 
mendations came from many sources. 
Brokers were in the lead with 34 per 
cent and bankers accounted for 10 
per cent. Friends and relatives, how- 
ever, accounted for 23 per cent and 22 
per cent of the recommendations, re- 
spectively. We have no way of know- 
ing this from the survey, but we think 
it is safe to assume that some of these 
45 per cent of friends and relatives 
may also be bankers, brokers or mem- 
bers of the financial community. At 
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any rate, the 34 per cent of brokers 
and 10 per cent of bankers—nearly 
half of those whose recommendations 
influenced the purchase of the stock— 
were surely identified as financial peo- 
ple, and this points quite clearly to the 
desirability of making friends within 
the financial community and keeping 
them. 

This information is extremely help- 
ful in determining the format and 
content of our annual report. It says 
to us that, however much we may 
glamorize it with pictures, charts and 
color, and tables showing ‘where the 
money came from,” and “where the 
money went,” we must be sure to in- 
clude the information the financial 
people want and in the conventional 
form in which they are accustomed to 
getting it. 


Investors in Majority 


The survey has convinced us of an- 
other thing. A majority of our owners 
are out-and-out investors. We have a 
number of angles on this. We asked 
the question, “Are you holding the 
stock primarily for income, for appre- 
ciation, or both?’ Of those who an- 
swered this question, 64 per cent said 
they were holding the stock primarily 
for income, 35 per cent for both and 
only 1 per cent for appreciation. We 
were able to pursue this further, too, 
for we had listed on the questionnaire 
a number of suggestions as to factors 
which might have influenced the stock- 
holders’ decision to buy the 
Some 33 per cent said they had been 
influenced by the company’s dividend 
record, 27 per cent by faith in the pub- 
lic utility industry, 18 per cent by the 
company’s financial condition and 12 
per cent by the territory served. 

These answers all seem to boil down 
to a desire for stability of income and 
security of investment. Of course, 
some will argue that no common stock 
should be bought for stability of in- 
come and security of investment. Pos- 
sibly so. But the fact is that a tre- 
mendous amount of it has been so 
bought, in the case of this company at 
least. Certainly there is little or no in- 
dication of the speculative “in-and- 
outers” in our group. 

On one question we really 
our chin out. Looking toward the fu- 
ture necessity of selling more equity 
securities, we asked, “Would you buy 
more common stock in Con Edison?” 
We realized that this was a wide-open 
question and one on which we would 
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not get anything very definite. We 
were looking rather for the expression 
of an attitude. Obviously, if you ask a 
man if he would buy more stock in a 
given company, he is pretty likely to 
ask you under what conditions it is to 
be offered. If you mean to issue rights 
to purchase it at a price under the cur- 
rent market, that is one thing. If you 
mean, will you buy it on the market 
if the price declines, that is something 
else. 

Well, of those who answered the 
question in the form we put it, 
“Would you buy more stock in Con 
Edison?” Seventy-four per cent said 
yes, and 26 per cent said no. But of 
those who said yes, we were not at all 
surprised to find that 38 per cent con- 
ditioned their reply by indicating they 
would do so if they had funds avail- 
able. 

A very interesting line of comment 
was developed by those who said they 
would not buy more Con Edison 
stock. Of these, 23 per cent gave the 
very logical reason that they would 
prefer to diversify—to make their fur- 
ther investments in companies other 
than this, or in stocks other than pub- 
lic utilities. A fairly substantial num- 
ber commented upon the fact that the 
industry was too much regulated by 
the government; that the regulatory 
bodies were not granting prompt rate 

that they did not like the 
situation surrounding  utili- 
ties; that they felt the industry was 
vulnerable to inflation. On the whole, 
the attitude expressed was fairly onti- 
mistic, we feel, as to the sale of addi- 


increases; 


political 


tional common stock to our present 
stockholders. 


Criticism of Management 


But this question did give some of 
them a chance to take a swing at the 
management. In the exact words of 
one, “There is an indicated tendency 
to consider primarily the rights of em- 
plovees and management, and to let 
the stockholders be the hindmost 
devil.” Another sample was, “Under 
no conditions whatever, without a 
complete change in attitude toward 
Why, 
in the face of such an attitude, thev 
continue to hold their stock can only 


holders of the common stock.” 


be put down to the well-known inertia 
and perverseness inherent in the hu 
man race. It only goes to prove that 
stockholders are people. 

The answers to the questions to ob- 
tain stockholder opinion on our presi- 
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dent’s welcoming letter, our dividend 
enclosure, our annual report and other 
company stockholder relations efforts, 
are not of any particular significance 
here, but certainly the endorsement of 
ach of these by the survey has been 
sufficient to convince us we should 
continue them, substantially as is. In 
certain cases we shall adopt recom- 
mendations made for changes. It was 
certainly gratifying to learn that 88 
per cent of those who expressed an 
opinion said that the company was 
giving its stockholders enough infor- 
mation. 


The $64 Question 


The $64 question from our stand- 
point was the one, “How would you 
express your opinion of the manage- 
ment of the Company?” Try to guess 
how your own stockholders would re- 
spond to such a question. What per- 
centage do you think would say very 
favorable, what percentage favorable, 
what percentage uncertain, what per- 
centage unfavorable, and what per- 
centage very unfavorable? How many 
would you think would respond at all 
to such a question? Those who ac- 
quired our stock at market prices con- 
siderably higher than the present were 
generally much less favorably inclined 
toward us than those who acquired 
the stock at prices under the present 
market. This we were able to tell by 
relating the replies to the age of the 
account. 

There had been some feeling before 
we undertook the survey that it might 
turn out to be a hot potato—that stock- 
holders would say that we were pry- 
ing into their affairs, and would take 
it as an occasion to sound off on all 
sorts of grievances. I will not deny 
that there has been some small evi- 
dence of this—according to the poll 
experts we set off the normal number 
of discordant notes. Several stockhold- 
ers suggested, for example, that the 
size of their incomes was knowledge 
for the income tax collector and no- 
body else; quite a few of the ladies 
wrote, opposite the age blanks, ‘‘None 
of your business.” But, at that, some 
83 per cent answered the questions on 
age and income. 

On the whole, the responses to the 
questionnaire were candid and con- 
scientious. Many were highly gratify- 
ing; a number quite flattering. All in 
all, we are glad we did it. 

We have made dozens of different 
tabulations from these data. But it all 
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comes down to proving one thing— 
stockholders are people. They come 
from all walks of life, from all occu- 
pations. Being mostly owners of sev- 
eral stocks, they are people who are 
investment minded, interested primar- 
ily in security and income. That we 
have proved. 


Effect on Industry 


On the other hand, admittedly this 
is only a scratching of the surface of a 
big subject. If these findings are typi- 
cal of our industry and further inves- 
tigations tend to corroborate them, and 
if they could be given circulation and 
gain wide acceptance, they could ex- 
ert a profound effect upon the indus- 
try’s future. For example, could not 
the removal of the stockholder from 
the misty haze of the unknown, into a 
recognizable type of citizen, conceiv- 
ably come to have an influence upon 
our regulatory authorities ? 

These stockholders are not a class 
apart. They are people. To have be- 
come a stockholder in the first place, 
presupposes some degree of self-denial 
and saving effort, and presupposes 
confidence in an economic system that 
will make self-denial and saving worth 
while. In a country dedicated to the 
individual private enterprise system, 
these citizens deserve all consideration, 
encouragement and applause. They de- 
serve the right to be heard and to 
have their interests safeguarded. 

But consider the implications in this 
quotation from a recent annual report 
of a State regulatory body: 

“During the year, the Commis- 
sion continued its efforts to bring 
about further rate reductions to the 
millions of utility consumers in the 
state, with unusually successful re- 
sults. The services rendered by the 
various utilities are essential to the 
life and activities of nearly every 
individual in the state. The cost of 
these services constitutes an impor- 
tant element in the family budget 
as well as in business and indus- 
try.” 

Actually, as we all know, the cost 
of these services does not constitute 
“an important element in the family 
budget,” or in the large majority, at 
any rate. Furthermore, and again as 
we all know, except for heavy indus- 
tries, it is not~“‘an important element” 
in business and industrial budgets. 
But, aside from that, what about the 
contribution of dividends to the fam- 
ily budget of the stockholder? As far 
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as our company is concerned, the typ- 
ical (median) individual stockholder 
owns 34 shares. That means he is now 
receiving $54.40 a year in dividends. 
We found that he is the owner of sev- 
eral stocks, so it is safe to assume that 
his dividend income may be several 
hundred dollars a year. Surely divi- 
dends make a far larger contribution 
to his family budget than his utility 
services cost him. 
Says this same report: 

“The reductions in the cost of 
utility service during the war years 
are of special significance, as they 
have been accomplished in a period 
of rising prices of practically all 
other necessities of life. Recent 
studies by various governmental and 
private agencies indicate that the 
cost of living since the start of the 
war has increased by about 30 per 
cent.” 


Regulators vs. Stockholders 


What are the regulatory authorities 
doing to help the stockholders to cope 
with this rising living cost—today far 
higher than 30 per cent over prewar 
at that time? Dividend increases have 
been fairly common among the indus- 
trials, as our stockholders are quick 
to remind us, but very, very scarce 
among the utilities. 

In fact, it would look as if the 
stockholder couldn’t possibly win, if 
the regulators had anything to say 
about it, for we read in the same 
report: 

“In the early thirties, when 
prices of commodities were going 
down, the Commission insisted that 
utility rates should also be reduced, 
and important savings were accom- 
plished in those years. . . . Towards 
the close of the decade, when the 
economic pendulum began to swing 
the other way and many prices be- 
gan to rise, the increased earnings 
of the companies, together with var- 
ious Operating economies, made fur- 
ther reductions possible.” 

Now T am rot naively suggesting 
that the regulators of our industry are 
going to throw overboard “their ab- 
original cost less straight-line depreci- 
ation” doctrine, or their “prudent in- 
vestment” doctrine, or whatever doc- 
trine they may be basing their rate- 
making practices upon. I do not 
suggest, either, that they are to be ex- 
pected to adopt a rate of return which 
would be unrealistic in the light of the 
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current money markets. I certainly 
do not think that, in the utility indus- 
try, it would be feasible to attempt to 
relate the return on the securities di- 
rectly to the cost of living index. But 
it does seem that there is an ample 
scope in the regulatory process for 
the exercise of an enlightened judg- 
ment based upon a new look at the 
owners of the properties, and who 
they are, and their place and their 
equities in the social scheme. To be 
specific, 1 am suggesting in all serious- 
ness that the regulators should consid- 
er, and consider well, the effects of 
every rate change upon the individuals 
whose money is invested in the shares 
of these utilities. 

Already, at least one of the com- 
missions has called attention to the 
fact that the utilities have a public 
duty to continue to expand their facil- 
ities, even at present high prices, in 
order to provide adequate service for 
their customers, and that the consum- 
ers must be prepared to pay rates re- 
flecting such high costs. This is prog- 
ress in the right direction. 


A Hope for the Future 


Would it be too much to hope that 
some day, somewhere, some regulatory 
body, conscious of the true nature of 
the owners of the business—realizing 
that stockholders are people — and 
faithful to its original conception as a 
quasi-judicial body—would it be too 
much to hope that such a commission 
might say in its annual report, “Dur- 
ing the past year, this Commission 
brought about no rate reductions 
whatever, in view of the rising costs 
of operations. Indeed, in the case of 
one company in the state, where ris- 
ing costs threatened earning power, 
and hence the safetv of the dividends 
which its X-thousands of stockholders 
have been receiving regularly for the 
past X-number of vears, the commis- 
sion permitted a prompt and substan- 
tial rate increase. But we would point 
out that, based upon recent studies by 
various governmental agencies, the 
cost of service to that company’s aver- 
age user will constitute no more im- 
portant element in the family budget 
than it did formerly, considering the 
recent rapid increase in the average 
family income.” 

Fantastic? Utopian? Well. mavbe 
so. But now that we are beginning to 
know who the stockholders actually 
are, we ought to trv to make out a 
case for them. 
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The Future —A Challenge 


By J. B. Thomas 


President, Texas Electric Service Company 


An Address before the Sixteenth Annual Convention of the Edison Electric Institute, 


UNDAMENTALLY, the electric 

light and power business consists 

of supplying electric service to 
millions of customers who cannot as 
conveniently or as cheaply provide 
such service for themselves, and in 
having those customers respect and 
have faith in us and know they are 
getting the worth of their money. It 
requires the weaving into our plants 
and facilities a constantly changing 
and ever increasing number of techni- 
cal devices which progress in physics 
and engineering makes available, and 
in having our facilities grow with and 
to some considerable extent ahead of 
the demands of the communities and 
people we serve. 

We have been able in late years, by 
reason of our growth and the im- 
proved economy of new apparatus, to 
give the average customer more and 
more for his money, year by year. We 
were able to avoid the effect of infla- 
tion on our rates until long after it 
had affected the prices of almost ev- 
erything else the householder or busi- 
nessman used. Only in recent months 
has it been necessary to take rapidly 
increasing costs into account by rate 
increases in those sections of the coun 
try most affected by rising fuel costs. 
Few industries can 
record. 


boast such a 


The Industry Since 1930 


We, as an industry, took a drubbing 
in the 1930’s, much of it brought on 
by the depression and its political 
repercussions. Some of the regulatory 
structure resulting from political and 
public disfavor was harsh and over- 
burdensome. Nevertheless, our indus- 
try has met this situation and is fairly 
on its feet financially and operating 
wise, and in public esteem as well. 

We have to our credit an excellent 
record during the war when we not 
only carried the loads of our normal 
customers, but met in every case the 
requirements of power for war pro- 
duction. 

We have been victims, to some ex- 
tent, of the growth in our country of 
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a trend to socialism and the nationali- 
zation of all enterprise. The national- 
ization of the electric utility industry 
has been an avowed purpose of radical 
groups for more, than twenty-five 
years and was a main objective of 
continental Europe. We 
have been successful in holding our 
own as an industry in our country, 
and by far 


Nazism in 


a greater majority of elec- 
tric customers here are served by pri- 
vate enterprise. 

As a going commercial industry we 
are more than fifty years old. We 
have reached the mid-point of the life 
cycle of most industries. We are old 
enough that it look 
about us with care and with keen per- 


becomes us to 


ception to discern the elements that 
threaten our position and our future 
progress. 

The 


lenge 


future does bring us a chal- 
it is not a single challenge, but 
a composite challenge out of the com- 
plex world of today. 

First in the list of the elements of 
this challenge, place the need for an 
alert, aggressive sales philosophy and 
policy and procedure. We are on a 
good tide of public interest and accept- 
ance, and we should aggressively sell 
our products and our business. I have 
little patience with the viewpoint that, 


because of brief equipment shortages, 
we should curtail our sales effort, 
diminish our sales forces, or refuse 
to accept the responsibilities of serv- 
ing the electrical needs of the com- 
munities in which our properties are 
located. True, there are many sections 
in which we are for the moment short 
of capability on our highest peaks, 
and short on reserve capacity until 
the large construction programs now 
under way are completed. And yet, 
if we fail to take advantage of public 
interest and the desire to have and 
willingness to pay for more electrical 
equipment, then we will lose to our 
many competitors for our customers’ 
dollars a market which would afford 
us substantial revenues for 
many years to come. 


many, 


Scientific Progress 


High in the list of the elements of 
this challenge there is the technical 
and scientific progress of the world 
at this time. Can we ourselves use it 
in our business wisely and profitably ? 

Many of us who have seen the 
efficiency of generating equipment 
more than double in our useful life- 
time are now looking at new equip- 
ment and the possibilities of new 
equipment yet to come, which offer 
opportunities for much further im- 
provement. 

When we look back to the time when 
Edison made the first successful in- 
candescent lamp and thus gave the 
first real commercial opportunity for 
an electric business, and think of the 
progress that has occurred since that 
time; when we look at the present 
field of scientific knowledge and con 
template its expression in new devices 
and methods and understanding; 
consider atomic fission and 


the possibilities of 


when we 
nuclear physics 
as affecting our industry; when we 
realize that Mr. Einstein was probably 
right when he said that one pound of 
matter contained eleven billion kilo- 
watthours of electric energy if it could 
all be gotten out, we must realize that 
the only limit to the progress of our 
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business is the imagination and skill 
and courage of those in it. These are 
our new frontiers and their bound- 
aries are the boundaries of human 
knowledge on the one hand and our 
ability to apply this knowledge to sat- 
isfy human wants on the other. Cer- 
tainly, no man can say that this in- 
dustry is not faced with a marvelous 
challenge as to opportunities for prog- 
ress and growth in the technical field. 


Changes in Character 


Next on the list is the challenge of 
the changing character of our business. 
As economies in fuel are effected; as 
the services we bring into homes and 
stores and factories grow greater in 
number; as investment goes higher 
and the fixed charges connected there- 
with rise; as taxes take an ever in- 
creasing slice out of the money that 
we earn; I wonder if all of us realize 
that, particularly in the residential 
field, our business has made a trans- 
ition, rather a startling one, from a 
business whose product could be meas- 
ured as a commodity to a predomin- 
antly service business in which the 
principal costs are hire of money, 
taxes, depreciation, and other service 
costs. This business has never been a 
commodity business like the selling of 
apples or potatoes, and many of our 
troubles have arisen from trying to 
make it appear so. It is a service 
business—readiness to serve, continu- 
ity of service, response, courtesy, help 

these are the things people want 
and appreciate, and these are the 
things that predominate in our costs. 
It is time to recast our philosophy of 
charging for residential service. It is 
time to work out some way to charge 
for service instead of kilowatthours. 
What about an economical load limit- 
ing device that will give notice when 
the lamp or gadget, which exceeds the 
established limit, has been turned on? 
Then let mama, who is the boss of the 
household, decide whether to do with- 
out the toaster while the iron is on, 
or—as I think she will—quickly ar- 
range for a larger unit of service. 

It is time to make it to mama’s in- 
terest and ours to keep the electrical 
demand of her household down so as 
to make maximum use of the facilities 
already there, and thus let us provide 
her with more kilowatthours, and with 
more comfort and content and useful- 
ness for the home for each dollar of 
her monthly bill, and for each dollar 
of our capital invested. 
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Here I would remind you of the 
very great amounts of capital that are 
necessary to meet the great surge of 
demand for electric service following 
the war, the pent-up desire for 
electrical equipment and service due 
to the war years in which these things 
could not be secured, and the growth 
and decentralization of the manufac- 
turing industries of the country. This 
is a business in which from four to six 
dollars must be invested in new equip- 
ment for every dollar of additional 
annual revenue; a business, where, 
under today’s conditions, plans must 
be made and commitments made for 
additional facilities three and four 
years ahead of the time at which they 
will become useful and produce that 
revenue. And remember this: if this 
business is to continue as private en- 
terprise, these funds must come from 
private investors who know enough 
about the business and believe in it 
sufficiently to be willing to invest their 
savings in it. Under present regulatory 
conditions as to financing, well toward 
one-half of all the new money re- 
quired must be risk money—equity 
money—on which the investor has to 
look to the continued success and 
earnings of the business for his re- 
turn; and further, this expectation 
must be had with the knowledge that 
the business is a fully regulated busi- 
ness in which there is little opportunity 
to have seasons of large earnings to 
offset lessened earnings in depressions 
and in times of difficulty. How impor- 
tant it is then that we conduct our 
affairs so as to warrant full public 
confidence, to have the public fully 
informed as to the strength and ad- 
vantages of an electric utility industry, 
and to arrange and keep such integra- 
ted groups as will provide the physical 
and financial strength to meet our 
problems of growth and to enable 
us to keep our position as_ private 
enterprise. 


Financial Problems 


In connection with this problem of 
raising new capital, there are some 
things that demand our study and 
earnest effort at adjustment. Stated 
briefly they are: 

1. Double 

earnings. 


taxation of corporate 


2. The tax free features of govern- 
mental issues for proprietary 
ventures which sidetrack vast 

sums of investment capital into 


municipal and governmental 
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channels instead of into private 
enterprise. 

3. A general Federal tax situation 
in which capital gains are the 
principal remaining channel for 
an investor of considerable in- 
come to add to his worth by in- 
vestment. This business, it is 
well known, is not a capital gains 
business. 

4. The fallacies of the “original 
cost” theory in a world where 
the value of a dollar is constantly 
changing. Today, we must spend 
one and a half to two times the 
dollars of original cost when 
we replace equipment installed 
a few years back, and we are 
allowed to accumulate reserves 
for no more than the replace- 
ment of the original investment 
in dollars, so that the excess of 
this greatly increased cost over 
original cost demands additional 
capital. 

5. The fact that we are being 
forced to write off, out of earn- 
ings, that sound investment made 
when, as we acquired properties 
originally, we had to pay the 
owners more—and justly—than 
the original cost of the prop- 
erties acquired, because of their 
prospective earning power and 
their very necessity for that in- 
tegration which has made the 
present electric industry possible, 
and which has worked so greatly 
to the public interest. 

All these things have a very great 

bearing on raising capital which we 
are requiring and will continue to re- 
quire, and deserve continuous, effec- 
tive effort toward their correction. 


Customer Challenge 


Next on the list, there is the chal- 
lenge of seeing that our customers 
know what and who we are and what 
we are doing for them. If we just give 
good service and say nothing, the 
service is soon taken for granted and 
people think that the lights should go 
on at night just as the sun rises in the 
morning. They soon get the idea they 
should not pay any more for our ser¥®- 
ices than they pay for sunshine. Are 
you doing your best to keep people 
alive to the things we bring them; the 
reliability and value and extent of 
our service; of our place in building 
and sustaining the communities which 
we serve? 


Do your customers know the war 
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record of our industry and our enor- 
mous job of keeping up with postwar 
growth and readjustment? Have you 
told them that this is truly a private 
enterprise where their young men may 
grow and learn and be useful—that 
their savings may be invested with us 
in confidence? Do they know how 
rapid and real the progress of this 
industry has been in adding to their 
comfort and pleasure and ability to 
produce things, and how bright the 
promise is for still greater progress 
along this line? 


Government Projects 


What are you telling people about 
the faults and shortcomings of the 
governmentally financed projects that 
are being used to threaten our indus- 
try, and all private enterprise, with 
collectivism? About governmental sub- 
sidies paid out of taxpayers’ pockets 
with which to build plants that un- 
fairly give lower rates to customers 
in one section of the country than can 
be fairly given to those in another 
section served by taxpaying private 
enterprise ? 

The record of governmentally sub- 
sidized plants is clear; the facts are 
coming out every day. The contrast 
of the true performance of socialized 
electric industry with its promises is 
written in the records of almost every 
one of them; and often there is still 
untold the facts about the unfair allo- 
cation of costs between flood control 
and irrigation on the one hand, and 
the electrical facilities on the other. 
Have you told about open-ended esti- 
mates of cost that are rarely met and 
mean open doors into the public treas- 
ury ; about the removal of great units 
of taxpaying property from local and 
state and county and national taxation 
and its effect on local taxation; about 
political intrigue; propaganda funds; 
taking part in local politics under a 
plan of national collectivism? You 
have a hundred things to talk about. 
It is time to go on the offensive and 
tell what is wrong about those adven- 
tures in collectivism, and how they 
wajure the country and its citizens. 

The E.E.I. is an honorable institu- 
tion of many years standing. It repre- 
sents the results of planning and in- 
terest and work of a great many fine 
men for many years. Nevertheless, 
let’s be frank about it, it has stood for 
years, complacently, while the advo- 
cates of socialism and communism 
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have attacked it, without making any 
aggressive and effective counter attack. 
Let’s break up this complacency and 
get going on an aggressive public in- 
formation program. The stage is set 
for it. The time is ripe for it. People 
have begun to realize that sleazy ideal- 
ism can have as many faults as prac- 
tical business, and more; they want 
to be told how the possible socializa- 
tion of our business affects them. 
We have an excellent fact-finding 
staff ; let’s have an equally good public 
information staff. Let’s have a public 
information committee of twenty or 
more top-flight utility executives to 
lay out a broad policy and a well 
planned, well organized constructive 
public information program; let’s have 
a good executive committee of five 
of them to see that the plan is carried 
through. Let’s really get into the fight 
between private enterprise and social- 
ism, such as now in truth is exempli- 
fied by the contest between this well 
placed industry that has met the real 
needs of our country without public 
subsidy, and the collectivism exempli- 
fied by governmentally financed proj- 
ects, subsidized out of the taxpayers’ 
pockets, tax free and politically run. 
We can be sure that the present well 
planned efforts of many of the indivi- 
dual companies will aid and will be 
aided by a coordinated national policy 
designed to get coordinated national 
response. If we do not want collec- 
tivism, we had better start now and 
fight it, and the best way for this 
organization—I mean the E.E.I.—to 
work out all of its programs is to 
develop good, strong regional groups 
that, taken together, cover the country, 
and to work through and with them. 


Rearmament 


And lastly, in the event rearmament 
and shadows of war again come on us 
as now seems probable, we are faced 
with the challenge of keeping that in- 
dispensable tool of our past growth 
and progress, namely the diversity 
between customers and community 
needs over large areas, and the inte- 
gration of groups large enough to 
meet the problems of growth at the 
time, and large enough to have the 
substantial financial credit necessary 
to make the best possible solution of 
the various problems that arise. That 
growth in diversity and size has been 
the key to the working out of our 
problems in the past; it is a necessity 
for our progress in the future. 
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Naturally, the proponents of sociali- 
zation of this industry have taken every 
opportunity to break it up into little 
pieces ; pieces too small and impotent 
to have a great effect on their plans 
and policies. Asa result, only recently 
I heard a fine utility executive say, 
“Well, when war comes, and the gov- 
ernment wants a great block of power 
in my service area which will cost so 
much my company cannot supply it, 
I guess we will have to let the govern- 
ment build their own facilities.” Be- 
fore doing as my friend suggested, let 
us first try to get the neighboring 
utilities together and arrange with our 
joint resources to serve the project. 
With the shadow of war upon us, we 
should ourselves set up for these 
emergencies regional organizations of 
utility men with the skill and courage 
and wit to work out the coordination 
of construction and operation, and 
financial participation, to provide the 
necessary facilities in our respective 
regions, 


Regional Cooperation 


We should make our plans carefully, 
and then go to see the Federal Power 
Commission and the Securities and 
Exchange Commission, and our State 
and local regulatory authorities as 
well, and say “We want, as our part 
of the rearmament plan and the pos- 
sible war effort, to work out various 
regional groups to cooperate so that 
we can build and operate the new 
capacity needed in our areas, and thus 
avoid the dissipation of public funds 
for this important part of rearmament 
or war effort.” 

There is ample precedent for re- 
gional cooperation. We fellows in the 
Southwest worked together to a con- 
siderable extent in the coordination of 
construction and operation in the last 
war; the Northwest did the 
thing, and others also. 

The Public Utility Act of 1935 sets 
out such an objective in Section 202a 
as one of the purposes of the Act: 

“For the purpose of assuring an 
abundant supply of electric energy 
throughout the United States with 
the greatest possible economy and 
with regard to the proper utilization 
and conservation of natural re- 
sources, the Commission is em- 
powered and directed to divide the 
country into regional districts for 
the voluntary interconnection and 
coordination of facilities for the 

(Continued on page 227) 
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Selling Selectively Now 


For Maximum Future Benefit 


An Address before the Sixteenth 


T is, perhaps, not too difficult for 
I a single electric utility company 

to appraise its present situation 
and to plan reasonably comprehensive 
present and future sales activities that 
will be to the best interests of its 
customers, its employees and those 
who invest in its securities. To at- 
tempt, however, to do more than 
evaluate average conditions presently 
existing among all of the electric 
utilities in the United States is not 
possible and, in looking into the future 
on such a broad base, even averages 
can be predicted only with some ele- 
ments of doubt. 

“Selling Selectively” can mean 
many things to many people. Essenti- 
ally, it means to all of us selling which 
is planned and guided in such a way 
as to produce the maximum return for 
the utility on the minimum investment 
that is necessary to meet properly, 
the requirements of the communities 
served. Stated slightly differently, it re- 
quires sales that will produce maxi- 
mum kilowatthours per kilowatt of 
capacity. Temporarily, it also means 
the kind of selling that recognizes the 
degree to which the system capacities 
of electric utilities can carry additional 
loads. 


Selective Selling Interpretation 

In each utility selective selling will 
be interpreted differently. Sales plans 
considered essential in some communi- 
ties would be unwise in others. There 
can be no single description of such 
selling that at any one time would be 
applicable to all of the electric utilities 
in the country. 

Whatever selective selling means in 
any individual instance, it certainly 
should neither be discontinued nor 
reduced, but rather, in the light of 
existing conditions, it should be a tool 
which is constantly being sharpened 
in order that it may be ready at any 


By George E. Whitwell 
Vice President in Charge of Sales, 
Philadelphia Electric Company 


Atlantic City, N. J., June 3, 1948 





Mr. WHITWELL 


time for increased use. The future, 
whether it continues to be one of great 
demand for our product or one that 
involves recession or even depression, 
will require production and sale of 
many more kilowatthours than those 
which our customers will just take 
from us. 

While selling selectively is some- 
thing which electric utilities can more 
or less control, it must be remembered 
that that control should be such that 
maximum future benefit will be reaped 
by many parties of which the utility 
is only one. Surely benefit should 
accrue to our customers; our employ- 
ees’ welfare is essential; the financial 
aspects of our companies must be 
such that our securities are attractive 
to investors. 

Furthermore, there is an interde- 
pendence between the various branches 
of the electrical industry, of which the 
utilities are only a part. This inter- 
dependence requires that our opera- 
tions are such as never improperly to 
let down the manufacturer, distribu- 
tor, and contractor who is involved 
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with the equipment, appliances and 
devices that are his bread and butter. 
We are interested in seeing that sell- 
ing at the local level is good selling 
and will result in adequate installations 
that are good advertisements for our 
business. To accomplish this, we 
should continue to supply leadership 
in market development. 

In addition, we, the utilities, or we, 
a part of the electrical industry, are 
an important segment in the over-all 
national economy. Consequently, our 
sales, industry-wide, must be sufficient 
to make sure that no real brakes are 
applied to the continuation of produc- 
tion levels necessary to sustain the 
highest country-wide production that 
other conditions permit. In the event 
that the economy slips, we cannot fail 
to be prepared to take the lead in 
effective selling which only a glance 
at history shows conclusively is the 
only tool that starts the climb up from 
the bottom of a depression, or, more 
happily, halts sooner than would other- 
wise be the case the slide downward 
from a plateau of prosperity. 

The Industry’s Selling Obligation 

Therefore, selling is not something 
that should be turned on or off as a 
light switch to suit some condition 
peculiar at a given time to the electric 
utility industry. The problem is not 
as simple as that. Electric utilities are 
involved inextricably in the well-being 
of the communities they serve and in 
that of the nation as a whole. It is 
their obligation to sell continuously 
but with regard to the interests of 
all who depend upon them. 

Effective sales management has been 
one of the more important reasons 
why electric utilities on a nationwide 
scale can regard with modest pride the 
manner in which they have met the 
challenge of inflation. No industry has 
contributed less to this evil which, 
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spiraling like a tornado, can bring, 
unchecked, only catastrophe. 

In the 1941-1947 period, unit sales 
of utilities, as reported for the nation 
by the Edison Electric Institute, meas- 
ured in kilowatthours, increased 55 
per cent. Unit production of manufac- 
tured goods, as determined by the 
Federa! Reserve Board Index, in- 
creased only 15 per cent. The utilities 
sold their average kilowatthour for 
1.90 cents in 1941 and for only 1.77 
cents in 1947; their average residential 
kilowatthour for 3.73 cents in 194] 
and for 3.09 cents in 1947, a decrease 
of 17.1 per cent. Unit prices of manu- 
factured goods as shown by the 
Bureau of Labor Statistics Index went 
up, during the same period, 63.2 per 
cent. 

According to Dr. Lionel Edie, (See 
page 191 of this issue of the BULLETIN ) 
utilities required 3.32 manhours of 
employee time in 1941 to put out 1,000 
kilowatthours ; they required 2.49 man- 
hours in 1947, a decrease of 25 per 
cent. Manufacturers required just 
about the same number of man- 
hours per unit of production in 1947 
as in 194]. 

Cost of fuel is about one-third of 
total utility operating expense exclud- 
ing depreciation and taxes. Average 
electric utility fuel economy for the 
United States was about the same in 
1947 as in 1941, but total fuel cost 
increased from $248 million to $601 
million, or 142 per cent during this 
period. Despite this increase, large and 
small industrial and commercial power 
was sold by utilities for only 1.41 cents 
per kilowatthour in 1947 compared 
with 1.47 cents in 1941. 

From the foregoing quick look at 
electric utility performance, postwar 
compared with prewar, two important 
anti-inflation contributions were made 
by the industry— 

1. Both production and production 

per manhour increased, and 
2. Product price decreased. 
At the end of the period in question, 
earnings of electric utility companies 
generally can be considered to have 
been satisfactory. 


The Postwar Picture 


During the postwar period, how- 
ever, and even before in some instan- 
ces, new and important factors, many 
of them inflation-born, entered into 
the picture. Let’s take another quick 
look, this time at these changing con- 
siderations. 


oo 
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These factors are known to you 
who constitute largely electric utility 
management in this country, and to 
the public, particularly the investing 
public, which has been well informed 
of them by the press and by communi- 
cations from banks and investment 
houses. They are vitally important to 
this problem of electric utility selling 
now and in the immediate future. 

In summation of the changing con- 
ditions which confront electric utili- 
ties, four factors stand out— 

1. On the average, an adverse and 

undesirable situation exists with 

respect to capacity reserves as 
compared with load. 

2. Throughout the United States, 
installation of additional plant 
facilities during the 4-year pe- 
riod 1948 to 1951 inclusive will 
cost at least $6 billion. 

3. The annual increase in utility 
expenses over the country is 
equal to, if not greater than, the 

annual increase in revenues. 

4. Operating income, averaged for 
the United States, (1947 com- 
pared with 1937), has decreased 
almost 40 per cent when expres- 
sed as a percentage of revenues. 


Financial Paradox 


There is an apparent paradox of 
necessity for the expenditure of a very 
large amount of money in order to 
restore normal reserve capacity and to 
provide electricity for anticipated Idad 
growth, combined with an operating 
income from which to provide the in- 
terest, dividends and surplus which is 
no greater in dollars than that which 
was obtained ten years ago. This para- 
dox poses a serious problem and one 
in the solution of which much depend- 
ence must be put on more and better 
selling. 
the new 
this expansion 
program and, at the same time, pro- 
viding adequately for common stock 
dividends surplus, several con- 
ditions are apparent. In the first place, 
revenues must be substantially 
In the second place, some 


In meeting the cost of 


money required for 


and 


in- 
creased. 
operating economies will be experi- 
enced through the use of new capacity 
being, and to be, installed. Third, ac- 
cruals to depreciation reserves will 
have to be larger. Fourth, interest and 
preferred stock dividend charges will 
go up materially. 

The effects of these factors, applic- 
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able with only a few possible excep- 
tions to all electric utilities in the 
United States, will vary, probably 
widely, among the individual compan- 
ies. It is possible that their combina: 
tion will be adequate, in Some instan: 
ces, to so improve operating income 
that the problem of these utilities will 
be solved without resort to other 
measures. This can be true only if 
there is soon a halt in, or reversal of, 
the present upward trend of the cost 
of labor, fuel and materials. 

The alternative will be to increase 
rates for some or all classes of elec- 
tric service. Even though price in- 
creases will be modest as compared 
with those already experienced with 
many other commodities, the objective 
of the industry will be to hold to the 
lowest possible amounts any rate in- 
creases that become necessary. 

Perhaps of even more importance, 
let us make sure that, when rate 
changes are made, they are of such 
nature that the resultant rate structure 
will be the best obtainable in promot- 
ing profitable sales and in insuring 
maximum use of installed capacity. 
Good management must lean 
heavily on a Satisfactory rate struc- 
ture. Furthermore, good salesmen can 


sales 


go a long way toward selling increased 
rates to a utility’s customers without 
damage to public relations. 

Increased prices, however, have 
never before been the normal means 
of increasing utility revenues. As in 
the past, so now, sales management and 
salesmen will be vitally important not 
only in increasing revenues through 
sales of kilowatthours to be produced 
from new plant, but also in selling so 
that the sources of increased revenue 
will contribute to the most favorable 
use of utility capacity, both old and 
new. 


Selling Objective 


Obviously, the objective of this sell- 
ing is not to increase the problem of 
raising money to pay for high cost 
plant additions to meet the resultant 
new loads. The contrary is the case. 
Ours has always been a growing busi- 
ness. That growth has brought re- 
duced prices and widespread use of 
electricity to raise living standards and 
to perform industrial miracles. Con- 
tinuation of growth can be the largest 
single factor in contributing to the 
ability of electric utilities to success: 
fully meet the changed and changing 
conditions of today. 
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Top utility management has a def- 
inite obligation to recognize the need 
for well-directed and _ intelligently 
planned selling consistent with each 
local condition and to see to it that the 
industry does not lose sight of this 
need. I express this opinion to top 
management with that complete confi- 
dence which can be obtained only from 
favorable past experience. 

The balance of this paper will deal 
almost entirely with specific suggested 
methods of getting the best and most 
from selling. Since it is an integral 
part of a utility’s operation, it must be 
tempered to meet company conditions 
such as capacity shortage. Close co- 
operation between sales and engineer- 
ing and operating departments is es- 
sential. Intelligent selectivity where 
possible and desirable should be con- 
stantly in the salesman’s mind. 


Residential Markets 


The two biggest residential markets 
are water heating and cooking. Control 
in selling these two devices can go 
so far as to add them to the utility’s 
lines in some ratio such as two ranges 
to one water heater which, in a terri- 
tory with which I am familiar, pro- 
duces the maximum return on invest- 
ment. 

On the other hand, where condi- 
tions warrant, more sales emphasis 
can be shifted to water heating which, 
served off-peak, presents no produc- 
tion capacity problem and distribution 
problems that are relatively minor. At 
the same time, a profitable market is 
built that can be most important in the 
future. Potentially it is much the 
biggest residential market that utilities 
have and it squeezes more kilowatt- 
hours and more revenue out of pres- 
ent facilities. 

In any residential group activity 
program, emphasis can be shifted 
from working with adult groups to 
‘teen-agers who will begin to be our 
customers about 1950. Experience 
teaches that this kind of pre-selling is 
effective and relatively cheap. It builds 
business and revenue for the future 
with very little effect on present load. 

Among commercial customers ma- 
jor emphasis can be concentrated on 
those loads, mostly cooking and fluor- 
escent lighting, where failure to do 
a job would result in competition to 
electric cooking entrenching itself for 
years, or in possible loss of lighting 
because of the greater efficiency of 
fluorescent over incandescent. 
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In the industrial customer field one 
of the most important jobs in certain 
parts of the country has become that 
of adding to the utility’s capacity re- 
serves. Customers can be sold on tem- 
porary maintenance of existing en- 
gines. New customers can be advised 
of an adverse capacity situation where 
one exists, but assurance also can be 
given that the utility will have ade- 
quate facilities to handle future load 
additions. Utility chief sales executives 
have said, after experience and care- 
ful thought, that they now would pre- 
fer a limited amount of voltage re- 
duction and/or some brief periods 
of minor load curtailment than to fail 
to be preparing for the all-important 
revenue-increasing job that lies ahead. 

Where extremes of this kind are 
not necessary, much benefit can be 
derived in the industrial field through 
selling that will contribute to higher 
load and power factors. We are far 
removed from the day when the pri- 
mary industrial job was the shutting 
down of the isolated plant. Today the 
applications of electricity to industry 
are legion. The alert and properly 
trained and directed salesman can 
choose to some extent to sell those 
applications which, while of real bene- 
fit to the customer, are, at the same 
time, peculiarly valuable to the utility. 
The same result can be obtained in 
many instances through the availability 
of carefully designed off-peak night 
and seasonal rate provisions. 


Delayed Sales 


Much of the effect of sales activity is 
delayed. To a large extent, though not 
entirely, the 1948 increases in load will 
result from that 
already been applied. This will be 
true in all markets. In the industrial 
market particularly, few major loads 
not already planned can possibly be 
added in 1948. This condition results, 
of course, from the long time that 
must elapse between a decision to ex- 
pand operations and the completion 
of the new plant facilities, or between 
a decision to increase mechanization 
and installation of the new equipment. 

In the commercial field, too, a sub- 
stantial portion of added 1948 busi- 
ness will result from seed already 
sown. By the same token, what the 
utility does during 1948 in business 
building will affect revenues not so 
much during that year as in 1949, 
1950, and later years. 

Temporary reduction in sales activ- 


sales pressure has 
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ity as contrasted with continued un- 
reduced selective selling always turns 
out to be very costly in the end. By 
its very nature, sales promotion in an 
electric utility cannot be successfully 
started and stopped at will. 

It takes time and costs considerable 
money to gather sales momentum, For 
example, if it is desired to substantially 
increase sales activity in any market 
in 1949, it is almost too late if a start 
is made now. There is an extreme 
shortage of people qualified for elec- 
tric utility sales work. It is common 
experience that an average of about 
six months is needed to find suitable 
candidates. Then four to six months 
(much longer for industrial sales) are 
required for training before assign- 
ment to productive work. It is not un- 
common, under today’s conditions, for 
it to require a year or more from the 
time a decision is made to employ a 
group of sales people before any real 
sales results are secured. 


Lost Revenues 

Revenues that are lost because of 
any let-up in sales pressure cannot be 
recovered at will, but are likely to be 
lost for permanently. 
Here are a few examples: 

If an industrial plant or plant ad- ° 
dition that might have been obtained 
for a certain territory goes elsewhere, 
that business, as well as the residential 
and commercial revenues that would 
have resulted from it, is permanently 


years—some 


lost. 

Engine competition is extremely ac- 
tive in some parts of the country. In 
too many recent cases, this competition 
has obtained the business. 

If customers purchase competing 
equipment instead of electric, revenue 
is lost for a long time. The revenue 
during the fifteen year normal life of 
only 1,000 water heaters will average 
about $500,000; of only 1,000 ranges, 
about $300,000. 

If a poor fluorescent lighting job is 
bought by the customer to replace fila- 
ment lighting rather than the good 
job that might have been sold, busi- 
ness remains lost for years because 
fluorescent lighting equipment is ex- 
pensive and, therefore, not quickly 
replaced. 

If the foregoing discussion is not 
thought to be applicable to some utility 
where the capacity situation is really 
tight, then let it be remembered that 
a substantial portion of pro- 
motion” is actually not direct selling 


“sales 
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and it is not related to a temporary 
capacity problem. It is vitally in- 


volved, however, in the problem of 


increased, extra-profitable revenues 
that are needed in order to meet the 
costs of greatly expanded utility 
plants. 


These activities include answering 
customers’ questions as to uses for 
electric service; providing layouts for 
lighting, cooking and wiring; and 
helping to promote the development of 
infant utilization programs that can- 
not provide much demand immediately, 
such as those for all-electric kitchens 
and laundries, the electric blanket, 
home freezers, television and the heat 
pump. Other activities are handling 
rate applications; obtaining market 
data; education of both salesmen and 
customers on the newer commercial 
and industrial applications of electric- 
ity ; and maintaining necessary records. 
All of these things contribute to the 
utility’s good relations with its cus- 
tomers and with the electrical indus- 
try; and help build the utility’s terri- 
tory and hence the utility’s future. 

Where temporarily, there is a peak 
capacity storage, in a relatively short 
time system capacity will be increased 
substantially. Then added revenues 
will be needed urgently to make these 
large new investments pay for them- 
selves. A primary way of making 
these investments pay is to load them 
up with high diversity business. The 
best way to do that is through con- 
tinued, carefully directed sales pres- 
sure now. 

It is needed even more if, during 
the next few years, business activity 
lessens appreciably. While present 
forecasts indicate a power stringency 
in some areas at some period in 1948, 
it is not necessarily an absolute cer- 
tainty. A slight 
could prevent it. 


business recession 


Selective Selling Valuable 


So much, from solely the point of 
view of electric utilities, of the pos- 
sibilities inherent in carefully planned 
and directed selling. It 
be apparent that selective selling, in- 
telligently adapted to each individual 
electric utility, is valuable, if not es- 
sential, under any conditions. When 
regarded from the viewpoint of the 
utilities’ earning requirements over the 
near future, volume selling, carefully 
guided with an eye toward maximum 
sales of kilowatthours per kilowatt of 


seems to 


EDISON ELECTRIC INSTITUTE BULLETIN 


The Importance of Keeping the 
Power Industry Financially 
Sound 
(Continued from page 180) 


imum of criticism about decisions that 
have been rendered. 

Investors cannot be expected to in- 
vest in securities of a utility when its 
rate of return is so low as to raise 
doubts in the minds of the investors as 
to the wisdom of such investments, If 
such a utility is able to secure money it 
will not be able to do so on as favor- 
able terms as will the utility that is 
and has been receiving a fair return 
on its property for a number of years. 

I am fully aware of the problems 
with which you, the investors in your 
securities, and we who regulate the is- 
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suance thereof, are faced during this 
time of enormous expansion. I am 
deeply aware of the necessity of main- 
taining the financial integrity of the 
power industry. 

No attempt has been made here to 
advise you as to any definite method 
of financing which may be a solution 
of the problem. I have, however, en- 
deavored to point out the importance 
of cooperation between representatives 
of the power industry, the public, and 
regulatory authorities throughout the 
country. We have excellent coopera- 
tion in Virginia, and I assume that 
this is not a unique situation. 

The problems with which we are 
confronted today can and will be suc- 
cessfully resolved if we all cooperate 
wholeheartedly. 





capacity, less becomes a 
“must” for the entire electric utility 


industry. 


reserves, 


As has been stated already, however, 
others than utilities are affected by 
the national sales of electricity. Each 
of the parts of the entire electrical 
industry depends upon all of the 
others, 

A little over a year ago, in Atlantic 
City, this matter of interdependence 
was stressed at the annual meeting of 
the National Electrical Wholesalers 
Association. Barely more than two 
months ago, it was emphasized by a 
representative of the National Elec- 
trical Manufacturers Association to a 
large group of utility people who 
were gathered in Chicago. Today, as a 
utility representative, I want to ac- 
knowledge this interdependence as an 
important factor that must be in the 
forefront of utility thinking as it 
masters the problems of capacity, 
financing of plant extensions, and sell- 
ing which immediately confront it. 

It has been said before that, in the 
last analysis, stability and value of 
employment, reasonable security for 
employees, and satisfactory financial 
results for employers in all branches 
of the electric industry depend upon 
maintaining and increasing the volume 
of sales of electricity. Several million 
families and, of course, more millions 
of people in this country are directly 
dependent for their well-being upon 
the continued large-scale production 
of devices used for the manufacture, 
transmission, distribution and_utiliza- 


tion of electricity in different fields. 

Workers in the little factory that 
turns out outlet boxes or something 
else equally small but important; em- 
ployees in a larger plant that manu- 
factures water heaters, or irons, or 
electric razors, or any of a hundred 
other electricity consuming devices; 
those employed by the largest manu- 
facturers who devise, design and make 
giant turbines, transformers of all 
sizes, cable and the multitude of other 
required equipment ; electrical contrac- 
tors, distributors, retailers, and their 
employees, together with those of us 
who are employed by the utilities; all 
have a big stake in how much electric- 
ity is sold during the years immedi- 
ately ahead and the intelligence of the 
manner in which that selling occurs. 

Our responsibilities in our own in- 
terests are heavy. Those which we 
have to the industry of which we are 
a part are heavier. Last but by no 
means least, we cannot escape the re- 
sponsibility we have to the economy 
of the whole country in doing our 
utmost to maintain its continued well- 
being. The successful discharge of 
these responsibilities will be deter- 
mined importantly, by adequate de- 
velopment of both the quantity and 
quality of utility sales effort. 

Selling selectively by electric utilities 
now with full executive encourage- 
ment and support will be a most im- 
portant factor in producing maximum 
future benefits for them, for the elec- 
trical industry, and for the country 
as a whole. 
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Sound Rate Design In Tomorrow’s 


Economy 


By E. N. Strait 


Chairman, E.E.I. Rate Research Committee and 


Manager, Rate and Research Division, 
Pioneer Service and Engineering Company 


An Address before the Sixteenth Annual Convention of the Edison Electric Institute, 


HE electric utility industry, like 
every other enterprise engaged 
in private industry or com- 
merce, has always found that the 
question of price for what it has to 
sell is one of the most important prob- 
lems with which the enterprise must 
deal. This is true, whether the price 
problem is simple or complex, since 
upon the suitability of the price, 
depends the financial soundness and, 
hence, the stability and usefulness of 
the undertaking. 

Let us, now, examine what has hap- 
pened to raise the electric industry’s 
interest in rates to its present unusual 
height. 


Effects of Growth and Regulation 


Hardly more than sixty-five years 
have passed since electric utility serv- 
ice was first supplied to the public. 
In that period, the privately owned 
electric utility business has grown 
from practically nothing to one hav- 
ing, approximately, a value of plant 
and equipment of $15,000,000,000, an- 
nual gross revenues of $3,500,000,000, 
installed generating capacity of 42,- 
000,000 kw, and 34,000,000 customers. 

This large and rapid growth was not 
attained without numerous and exten- 
sive changes in the application and uti- 
lization of electric service and in the 
structural plants and the operating or- 
ganizations that have been developed 
to supply it. These changes in condi- 
tions of utilization and supply have 
naturally been accompanied by a great 
increase in the industry’s problems re- 
lating to rates for service. 

The problems of rate-making have 
been affected not only by factors of 
growth of the industry; they have 
been influenced also by development 
of regulatory laws and by pronounced 
changes in economic conditions and 
technological development. 


Atlantic City, N. J., June 3, 1948 
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It was during the early 1900's, 
barely forty years ago, that state regu- 
latory laws, applicable to public utility 
rates, began to be extensively enacted. 
Regulation has extended, therefore, 
over approximately two-thirds of the 
history of the electric utility industry. 
Since the beginning of the industry, 
the rates of electric utility companies, 
with few exceptions, have constantly 
been lowered, due to increasing effi- 
ciency, arising, in most part, from im- 
provement in the art of production 
and supply and from expansion of the 
volume of sales. For example, in 1885, 
the average rate for residential serv- 
ice was 24.5 cents per kilowatthour ; 
in 1900, 17.0 cents; in 1920, 7.45 
cents; in 1940, 3.84 cents, and in 1947, 
3.09 cents. 

In general, the principal problems 
in the matter of rates, from the incep- 
tion of 


regulation, arose from a) 
eliminating their inequalities which 


developed during the earlier, forma- 
tive years of the industry, b) adapting 
rates to the increasing complexity of 


the industry economics, c) meeting 
revenue requirements, and d) dealing 
with the pressures of private and pub- 
lic special-interest groups. However, 
the difficulties of the rate problems of 
that period were lessened by the bene- 
ficial effect of almost constantly de- 
creasing cost of service. 


Effects of War and Postwar Conditions 


Now, we have entered—make no 
mistake about it—a very different eco- 
nomic climate from any that has ever 
before affected the electric utility in- 
dustry. The nation is suffering, and 
for years to come will continue to bear, 
the adverse economic results of the 
greatest, most costly war of all times. 
A stupendous war debt burdens the 
nation with its taxes, with little pros- 
pect of anything better than its slow 
extinguishment. Pent-up and unsatis- 
fied demands for capital and consumer 
goods have swollen enormously the 
need of producing and marketing 
such goods, thereby greatly promoting 
the rise of wages and prices. Short- 
ages of food, clothing and machinery 
abroad still place heavy demands on 
this nation’s production, affecting its 
internal economy and further taxing 
the resources of its people. 

At home, unsettled labor conditions 
cause loss of production and wages, 
and increases in costs. Abroad, con- 
tinued disturbances in international 
relations are causing a new flood of 
national expenditure for foreign as- 
sistance, on the one hand, and for mili- 
tary purposes, on the other. Practical- 
ly all types of business have been 
greatly affected by these conditions— 
the utility industries in a way different 
from most others, due to the various 
controls placed upon them during the 
war and to the lag of regulatory ac- 
tion on required rate increases which 
began to develop rapidly as a result of 


ar 
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economic changes since the close of 
the war. 

Restrictions during the war, on the 
construction of new electric generat- 
ing capacity and other facilities, be- 
cause of shortages of materials and 
labor, forced the industry and _ its 
customers to get along with a drastic 
decrease in the reserve capacity nor- 
mally required. This situation ex- 
tended into the postwar period and 
still persists. The limitations on the 
electric generating capacity and the 
need of fullest possible industrial 
production, during the war, length- 
ened the hours of industrial labor 
and, in many cases, increased the 
number of daily operating shifts of 
industrial plants. These more or less 
temporary operating conditions raised 
above normal, for the time being, the 
utilization factor of electric facilities 
and, thus, tended to enhance the earn- 
ing power of the electric utility sys- 
tems; but such potential improvement 
in earnings was drawn off by the 
excess profits tax. 

Restrictions on production of civil- 
ian requirements during the war also 
held back a flood of demand for civil- 
ian goods and services, built up by 
high take-home wages and wartime 
savings of the people, so that, follow- 
ing the removal of various govern- 
mental controls, demands for central 
station service for industry, commerce 
and homes, created load requirements 
on electrical systems even 


beyond 
those experienced in wartime. 


Problems of Expansion 


This entire situation plunged the 
electric utility industry into the neces- 
sity of obtaining, as quickly as possible 
after the war limitations had been 
removed, the equipment needed to 
restore the industry’s normal reserve 
capacity plus the capacity essential to 
meet the needs of the rapidly growing 
demands of consumer requirements. 
This must be accomplished at con- 
struction costs far exceeding anything 
known before, with consequent 
marked increases in both the cost 
per unit of electric capacity and the 
fixed charges per unit of 
service. 

At the very same time, in this post- 
war period, electric utility companies 
find it necessary to absorb in operat- 
ing expenses large increases in wage 
rates and in prices of materials and 
services, which previously had been 
held rather stable during the war. 


electric 
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True it is that the removal of the 
excess profits tax in 1946 held out the 
prospect of some alleviation of the sit- 
uation, but the benefit to earnings soon 
vanished, in many instances, as a 
result of numerous reductions of rates 
which were made before the severity 
of the price and wage situation was 
sufficiently comprehended to halt these 
reductions. These circumstances fast 
changed a fairly favorable earnings 
situation into one which, without at- 
tention, might develop unfavorably. 


Needed Revenue Increases 


All this, the electric utility people 
have seen happen. From your obser- 
vation of the problems of keeping 
pace with the increasing requirements 
for additional equipment, the present 
need for large amounts of new capital, 
and the necessity of adequate revenues 
to support these needs, you must real- 
ize that the industry is no longer in 
the comparatively easy stream of the 
prewar period but now is in a power- 
ful, swiftly moving current of eco- 
nomic events which challenge ingenu- 
ity. At the rate at which the industry 
is being carried along by these events, 
it is safe to say that more problems 
of importance with respect to electric 
rates will arise in the next five years 
than have been dealt with during half 
the past period of regulation. This, 
therefore, is a period for quick de- 
cisions. 

During the long and constant de- 
cline in the level of electric rates, 
through the process of favorable eco- 
nomic development of the electric util- 
ity industry, rate reductions came to 
be taken largely as a matter of course. 
Appearances, have 
given the impression that the chief 
purpose 01 


therefore, may 


commissions 
was to reduce, or merely to adjust, 


regulatory 


rates. Little thought was given, or was 
often needed, in relation to increasing 
them. have 
two basic obligations to perform. One 


However, commissions 
is to see that rates are fairly and 
reasonably dealt with in the interests 
of both customer and company; the 
other, to insure adequate service 
which requires that the utility com- 
pany must be enabled to raise suffici- 
ent capital to provide it. 

There are 
regulatory 


indications that 
commissions understand 
the present financial needs of the pub- 
lic utility companies and, in general, 
have a sympathetic attitude toward 
what is necessary to enable the com- 


many 
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panies to meet their capital require- 
ments. The foremost necessity is ade- 
quate revenues. Since the inflationary 
wage and price situation set in, many 
increases in rates have been allowed 
by the commissions to improve the 
earnings position of the utilities. 

To enable regulatory commissions 
to reach proper conclusions in relation 
to the revenue needs, utility compa- 
nies themselves should adequately pre- 
sent to the commissions comprehensive 
showings of their present and future 
requirements. Satisfactory understand- 
ing and approval on the part of the 
public may also require public presen- 
tation of such information. The fact 
that the electric utilities long have had 
a record for a downward trend of rates 
is no reason why they should now stand 
back when increases may be needed, 
while others, affected no worse by in- 
flationary conditions, have maintained 
their former position in the economic 
scale by obtaining increases in their 
wages, prices, and rates. In a period of 
spiraling inflation, one can maintain 
his proper economic position only by 
keeping his own income relatively 
abreast that of others. 


Dividend Purchasing Power 


In considering the question of neces- 
sary revenue increases, Management 
must consider not only the reduction 
which has occurred, or may develop, 
in the company’s earning power under 
its present rates, brought about by the 
increased cost of its plant, operating 
expenses and interest rates, but also 
the decrease in purchasing power of 
any earnings it may have available for 
dividends and surplus. 

Considering common stockholders 
of electric companies as people, let us 
examine their earnings, as labor does 
its wages, on the basis of the change 
in the index of the cost of living, 
which stood at 161.0 in 1947, com- 
pared with a base of 100 for the 
period of 1935-1939, inclusive. On 
this basis, we find, for Class A and 
B electric utilities that in 1947 the 
over-all net income of approximately 
9.0 per cent of net worth was really 
equivalent to only 5.6 per cent, when 
adjusted to the index of the cost of 
living ; and that the dividends amount- 
ing to 6.6 per cent of net worth, which 
the stockholders received after re- 
taining the remainder in the business, 
was equivalent to only 4.1 per cent. 

Even these figures may be further 
reduced under the present level of 
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rates, for reasons already explained. 
It is up to management not only to 
find means of raising additional bor- 
rowed capital at reasonable going rates 
of interest but also to seek to do some- 
thing to improve the take-home wages 
of the invested capital of its stock- 
holders. This requires that the man- 
agement seek, and the regulatory au- 
thority allow, rates which will result 
in revenues sufficient, in the aggregate, 
to yield reasonable returns measured 
by present economic relationships. 

Now, more than ever before, the 
common interests of customer, em- 
ployee and investor, in the rate prob- 
lem, is evident. The customer is con- 
cerned that the company shall be able 
to provide the necessary facilities and 
pay labor enough to assure the cus- 
tomer of good and continuous service. 
To be assured of a secure job, ade- 
quately paid, the employee wants the 
company’s earnings to be sufficient to 
pay a fair wage to himself and to 
raise enough capital to make possible 
sufficient service to the customer, thus 
keeping the business on a going basis. 
The investor wants enough earnings 
to meet the service requirements of 
the customer and reasonable wages 
for the employee and, in the face of 
increased living costs, to receive for 
himself, a fair wage from his invested 
capital. The time has arrived when 
employees are interested in rate in- 
creases and customers in wage in- 
creases. Satisfaction of the reasonable 
revenue needs of the investor will sat- 
isfy the requirements of all. 

It is the purpose of this discussion 
not to attempt to solve the financial 
problems of the industry but to point 
out that the impact of the financial 
situation on the rate problem requires 
attention and then to consider what 
are the desirable characteristics of 
sound rate design which is certain to 
be essential in the days and years that 
lie ahead. In this brief discussion, con- 
sideration cannot be given to rate de- 
sign for specific purposes; but, if we 
can reach some conclusions regarding 
what are the desirable, basic character- 
istics, we may apply them, appropri- 
ately, to the problems we shall en- 
counter. 


Principles of Sound Rate Design 


Sound rate design involves legal, 
economic and commercial principles. 
For an understanding of the legal 
principles, we should, of course, look 
to laws on regulation; for the eco- 
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nomic, to studies of finance and costs; 
and for the commercial, to examina- 
tions of methods required for satisfac- 
tory marketing and customer relations. 
When all these have been considered, 
it will be observed that proper rate- 
making involves an adequate under- 
standing of very nearly every phase 
of utility operations. The directing of 
rate-making must, therefore, be the 
responsibility of the utility company’s 
general management. 

The active work of rate-making 
should be assigned to individuals hav- 
ing adequate technical and economic 
education and training, broad under- 
standing of the physical, economic and 
managerial problems of public utility 
operations, good judgment, and posi- 
tions in the company’s organization 
close to the management. They should 
have reasonable opportunity for re- 
search and to expand their experience 
and knowledge, important to their 
field of work, by contacts both within 
the company itself and in the industry 
at large. 


Legal Principles 


While we cannot consider all regu- 
latory provisions that have a bearing 
on rates, brief reference to certain 
parts, which appear in many of the 
public utility acts, will give us a con- 
ception of the legal requirements with 
which we are concerned in rate design. 
For example, the Wisconsin Public 
Utilities Act (Chapter 196, Wisconsin 
Statutes) provides as follows: 

“Commission's Powers ... 

The commission shall provide for a com- 

prehensive classification of service for 

each public utility, and such classification 
may take into account the quantity used, 
the time when used, the purpose for 
which used, and any other reasonable 
consideration. Each public utility is re- 
quired to conform its schedules of rates, 
tolls and charges to such classification.” 

Sec. 196.02(2) 

“Rates to be Reasonable 

The charge made by any public utility 

for any heat, light, water or power pro- 

duced, transmitted, delivered or furnished 
or for any telephone message conveyed 
or for any service rendered or to be 
rendered in connection therewith shall be 
reasonable and just, and every unjust or 
unreasonable charge for such service is 
prohibited and declared unlawful.” Sec. 

196.03 (1) 

“Discrimination Forbidden 

It shall be unlawful for any public utility 

to charge, demand, collect or receive a 

greater or less compensation for any serv- 

ice performed by it within the state, or 
for any service in connection therewith, 
than is specified in such schedules, in- 
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cluding schedules of joint rates, as may 

at the time be in force, or to demand, col- 

lect or receive any rate, toll or charge not 

specified in such schedule.” Sec. 196.22 

In these examples of provisions of 
regulatory law, an important thing 
to observe is that rates must be just, 
reasonable and_ non-discriminatory, 
and that, in determining just and 
reasonable rates the commission and, 
consequently, the public utility, with 
the commission’s approval, may take 
into account the quantity, the time and 
the purpose of the use of service, and 
any other reasonable consideration. 
The last, in particular, leaves a wide, 
undefined, but useful, field of rate- 
making open to reasonable discretion, 
subject only to review upon appeal. 

A second important observation is 
that certain features of rate design, 
which the laws specifically approve, 
are not only in general and practical 
use today but, in some particulars, 
antedate general regulation of public 
utility rates. The guiding rules for 
rate design, laid down by early au- 
thors of regulatory laws, grew out of 
study and experience and provide a 
sound legal framework on which cost 
of service, value of service, social con- 
siderations, and marketing require- 
ments can all be harmonized. 


Economic Principles 


Sound rate design must be predicated 
on sound economic principles. First of 
all, rates must produce revenues that 
are adequate to meet the costs of op- 
eration, depreciation and taxes, and 
any other operating expenses charge- 
able to current income, and leave 
enough in excess of that to yield a 
fair return on the investment in busi- 
ness. Out of such remainder for fair 
return, the utility must pay its fixed 
charges on borrowed capital and have 
enough remaining for dividends and 
surplus to attract new equity invest- 
ment into the enterprise. Unless rates 
are high enough to yield sufficient rev- 
enues, the business becomes weak and 
unstable and other desirable charac- 
teristics of the rates become less 
attainable. 

Sound rate design must also result 
in rates for various classes of service, 
which are reasonably in accord with 
the cost of service, to the end that 
each class shall fairly meet its share of 
costs and not be a burden on other 
classes of customers. This means 
that rates must be so designed that the 
revenue collected from individual cus- 
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tomers and classes shall vary in 
reasonable relation to changes in load 
and energy consumption. Otherwise 
charges may, at times, be quite inade- 
quate and, at others, unreasonably 
excessive. 

Continued distinction in rates, based 
upon classification according to use, 
may be looked for in the future but, 
probably, with diminishing differentia- 
tion particularly between commercial 
lighting and general power, and pos- 
sibly between certain other classes, and 
with more prevalent use of general 
service rates. Convenience, conformity 
of rates with load characteristics, and 
revenue requirements will continue to 
dictate the desirability of some such 
distinction in rates, but desire for sim- 
plicity and for reduction of certain 
types of expenses will tend to promote 
the combining of classes of service 
when practicable. 

We may also look for closer and 
more general conformity of rates to 
factors of cost, with due regard to 
competitive conditions created by avail- 
ability of substitute services. This will 
probably involve more extensive adop- 
tion of forms of demand charges, or 
equivalent rate provisions, for the 
larger loads (whether industrial, com- 
mercial or residential) that will make 
sure that those fixed costs, which vary 
with the customer’s demands, will be 
equitably imposed accordingly. 

Perhaps we are emerging into a 
new industrial age—a more scientific 
one in which electricity will play even 
a greater role. Such development 
would be characterized by many new 
uses of electricity. The heat pump is, 
currently, an example. That it will 
offer a great new market for electric- 
ity is predicted. 

Future Rate-Making 

Whenever a situation like this 
occurs, there is often temptation, in 
the interest of promoting the develop- 
ment of the new application of electric 
energy as rapidly as possible, to mini- 
mize the cost of service and to place 
the rates for the new type of utiliza- 
tion on a low additional cost basis, 
possibly not suited to the load charac- 
teristics of the new type of load. It 
is a firm principle that increment rev- 
enue must exceed increment cost by a 
sufficient difference to build up the 
business and produce a driving incen- 
tive to further progress. 

Rate-making of the future should 
be done on the basis of adequate un- 
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derstanding of the utility company’s 
own costs and of the load characteris- 
tics of the service for which the rates 
are designed. In the case of new types 
of loads, such as the heat pump, rate- 
making should endeavor to make 
standard schedules, or suitable modi- 
fications of them, fit the rate require- 
ments. If this cannot be done, the de- 
sirability of obtaining the prospective 
business under any different terms 
should be considered most carefully 
from the point of view of adequacy of 
revenues and effect on other classes of 
customers, before adopting special 
terms for it. 


Rates should also be designed to 
promote adequately the use and sale 
of electric service. This requires that, 
under some conditions, the probable 
cost to the customer of substitute serv- 
ice must be considered. In the case of 
some types of utilization, the sale of 
electricity depends, not on any actual 
need or measurable economic value to 
the customer, but upon the conven- 
ience and the appeal of the service fur- 
nished. The sale, therefore, often de- 
pends on competition for the custom- 
er’s dollar, as between the customer’s 
ideas concerning the convenience and 
comfort of electricity and the desira- 
bility of other outlets for his means. 


Central Station Industrial Service 


As for the competitive position of 
central station service for industrial 
purposes, the future will probably 
show an increase in the relative value 
of service from central stations for 
power purposes, compared with the 
costs and problems of isolated plant 
operation, This will be the result of 
desire of industrialists to escape the 
difficulties created by fuel, labor and 
tax problems, involved in operating 
their own electric plants, as well as to 
realize plant economies. Demands for 
standby and auxiliary service from 
central stations will undoubtedly be 
greater in the future for the same rea- 
sons. There will be more general use 
of standby and auxiliary service rates 
designed to merge into the standard 
rates, in order to promote and aid pos- 
sible transfer of the customer’s con- 
vertible requirements from partial to 
complete central station service. 

A feature of rate-making that is 
closely identified with its economic 
side is the use of automatic rate-ad- 
justment provisions and profit sharing 
and sliding-scale rate plans. 
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A considerable number of states 
provide, in their public utility laws, an 
opportunity for the use of profit shar- 
ing and sliding-scale rate plans. Not 
very many have thus far been adopted, 
although for years there have been 
a few notable examples. Personally, | 
do not look for any material extension 
of the profit sharing plan between the 
companies and their employees in the 
near future, while the present unset- 
tled wage situation continues. Like- 
wise, I do not foresee any considerable 
increase soon in the use of sliding-scale 
rate plans. Primary attention, prob- 
ably, will be focused, for the present, 
on changes in the basic rates. 

The case of automatic rate adjust- 
ment provisions, particularly fuel 
clauses, is a different matter. Fuel 
clauses, in general, have long proven 
their equity and usefulness in auto- 
matically adjusting charges for serv- 
ice according to variations in cost of 
fuel, either on a basis of actual cost to 
the company or of competitive fuel 
cost to the customer. The use of fuel 
clauses has been widely prevalent. 
They have been a valuable aid to 
many utility companies since the war. 
Various companies have recently taken 
measures to adopt fuel clauses, where 
they did not exist before, or to extend 
them to a broader coverage of service, 
even including residential service in a 
number of instances. I look for contin- 
ued increase in the use of fuel clauses. 

Commercial Principles 

It is impossible to separate entirely 
the commercial and economic aspects 
of rate-making. They have much in 
common. Both have already been dis- 
cussed without separate distinction. 
Without examining further the rela- 
tion of desirable rate characteristics 
to the broad field of commercial activ- 
ity, we should stop to note one char- 
acteristic of good rate design, so 
important from its commercial view- 
point. That is simplicity of rates. 
There may sometimes be a tendency 
to make rate schedules that will fit al- 
most every variation in the cost of 
any service to which the schedules are 
likely to apply and an opposite tend- 
ency, at times, to make schedules that 
are, in large measure, merely averages 
of what the class costs are supposed 
to be. The first way, which tends to be 
just and reasonable and likewise pro- 
motional, is likely, when carried to the 
extreme, to be also bothersome to un- 

(Continued on page 228) 
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Epwarp O. BosHELt has been elect- 
ed president and director of Philadel- 
phia Company of Pittsburgh, Pa. 
Philadelphia Company is the parent 
company of Duquesne Light Company 
and Equitable Gas Company. 

Mr. Boshell was born in Melvin, 
Illinois, and after graduation from 
Culver Military Academy he entered 
the University of Illinois, completing 
a course in business administration 1n 
the College of Commerce. Following 
his graduation in 1923, he entered the 
University College of Law, and was 
graduated in 1926. 

Mr. Boshell then joined the law 
firm of Knapp & Campbell of Chi- 
cago, who represented railroads and 
public utilities. In 1933 he entered the 
employ of Stone & Webster Service 
Corp. in New York, later becoming 
general counsel for this firm, which 
has been engaged in the supervision 
of the development, operation, and fi- 
nance of public utilities since 1889. In 
1937 he was elected vice president in 
charge of financial matters for the 
companies supervised by Stone & 
Webster Service Corp., which consist- 
ed of approximately 70 utilities in the 
United States and foreign countries. 
On March 11, 1948, he was elected 
chairman of the board and president 
of Standard Gas and Electric Com- 
pany. 


Ropert P. Stacy has been elected 
vice president of The Connecticut 
Light and Power Company at a meet- 
ing of the company’s Board of Direc- 
tors in Hartford. Mr. Stacy was for- 
merly executive assistant with the 
company in Hartford. 

R. H. Knowlton, president of the 
C. L. & P. Co., has announced the ap- 
pointment of SHERMAN R. KNAppP as 
assistant to the president. Mr. Knapp 
was formerly assistant to the vice 
president in charge of sales, with off- 
ces in Waterbury. 

Mr. Stacy first came with The 
Connecticut Light and Power Com- 
pany in 1927. Since that time he has 
been an engineer in the company’s 
General Operating Department in 
Waterbury, manager of the Winsted 
Gas Company, assistant manager of 
the company’s Meriden District, su- 


pervisor of customer relations at Hart- 
ford, manager of the Rockville-Wil- 
limantic Lighting Company, and, since 
1939, executive assistant in Hartford. 

Mr. Knapp attended Cornell Uni- 
versity, joined the company in 1928 
as a cadet engineer in Waterbury and 
in 1930 was successively office engi- 
neer and assistant engineer in the 
General Operating Department in 
Waterbury. From 1939 until 1947, 
Mr. Knapp was assistant to the indus- 
trial power engineer in Hartford. He 
was named New Milford district man- 
ager in 1937 and held that position 
until 1941 when he was reassigned to 
Waterbury as assistant to the vice 
president in charge of sales. 


Election of B. A. McTeicue and 
C. H. Serpp as vice presidents of Min- 
nesota Power and Light Company has 
been announced by M. L. Hibbard, 
president and general manager of the 
company. 

Mr. McTeigue has occupied various 
auditing positions with the company 
and its predecessors since 1922. In 
1936 he was named assistant treas- 
urer and in 1946 secretary and treas- 
urer of the company. 

Mr. Seipp has been associated with 
the company and its predecessors since 
1923 in various accounting positions 
and in 1946 became the company’s 
chief accounting officer when the po- 
sition of comptroller was created. 

Three new vice presidents were 
named at the recent annual meeting of 
the Union Electric Company, St. 
Louis. They are DupLEy SANForpD, 
M. FE. SKINNER and A. H. ScuHer- 
TLER. 

Mr. Sanford, whose previous title 
was executive assistant, was made vice 
president in charge of the electric op- 
erations of the company and of Union 
Colliery Co. and St. Louis and Belle- 
ville Electric Railway. 

Mr. Skinner, who has been director 
of sales, is now vice president and will 
continue in charge of commercial 
operations. Mr. Schettler, formerly 
comptroller, has been named vice pres- 
ident and comptroller. 

Mr. Sanford was connected with 
Utah Power and Light Co. for four 
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years before joining the Union Electric 
organization in 1919 as industrial engi- 
neer in the sales department. From 
1923 to 1944 he was treasurer of the 
St. Louis County Gas Co. and assist- 
ant treasurer of Union Electric. In 
1944, he was made executive assistant 
of the company and its subsidiaries, 
engaging primarily in matters pertain- 
ing to the operation of the system. 

Since 1922, Mr. Skinner has served 
successively as commercial manager of 
the Duquesne Light Co. of Pittsburgh, 
vice president and commercial man- 
ager of the New York Power & Light 
Corp., assistant vice president of Ni- 
agara Hudson Power Corp. For ten 
years, before joining Union Electric 
in 1946, he was vice president in 
charge of sales for the Buffalo Ni- 
agara & Eastern Power Corp. and its 
subsidiary operating utilities, serving 
Buffalo and the surrounding territory. 

Mr. Schettler spent’ 16 years with 
Price Waterhouse & Co. before he be- 
came identified with Union Electric in 
1940 as comptroller. He is a member 
of the American Institute of Account- 
ants. 


Epwin S. Bunpy, a director, vice 
president and chief engineer of the 
Buffalo Niagara Electric Corp., Buf- 
falo, has been elected vice president 
and chief engineer of the Niagara 
Hudson Power Corp., Syracuse. 

Mr. Bundy has been identified with 
the Buffalo utility and associated com- 
panies for 36 years. Starting as a 
draftsman a few months after his 
graduation from Cornell University, 
he was made superintendent of the 
Pulaski district of the company in 
1915 and from 1921 to 1923 was divi- 
sion superintendent. In 1929 he was 
appointed chief electrical engineer for 
the western division companies of the 
Niagara Hudson System. He has been 
a Vice president and chief engineer of 
the Buffalo Niagara Electric Corp. 
since 1944. 

HAROLD QUINTON, vice president 
of the Southern California Edison Co., 
1942, has been 
elected executive vice president. The 
office had been unfilled since W. C. 
Mullendore became president of the 
company in 1945. 


] OS Angeles, since 


Bruce Renwick, formerly assist- 
ant general counsel, has been elected 
general counsel and assistant secre- 
tary. He succeeds Gait C. LarRKIN, 
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general counsel since 1942, and a vice 
president since 1945. Mr. Larkin, 
will continue as counsel for the com- 
pany with the title of senior counsel. 
Before his association with the Ed- 
ison company, Mr. Quinton was Los 
Angeles resident partner of Arthur 
Andersen and Company, and had been 
a member of that firm since 1926, 
going to Los Angeles in 1928 from 
the Chicago offices. Previous to his as- 
sociation with Arthur Andersen and 
Company, Mr. Quinton for four years 
had been with the U. S. Treasury De- 
partment in Washington, D. C. 


Rosert E. Pierce has been appoint- 
ed consulting electrical engineer for 
Ebasco Services Inc., as successor to 
ArtHUR E. SILver, who continues 
with the company in the capacity of 
associate consultant. 

Mr. Pierce .brings to his new posi- 
tion an extensive background of ex- 
perience in the electrical industry. He 
started, during summer months in 
1916 and 1917, with the Indianapolis 
Light & Heat Company. The year fol- 
lowing graduation from Purdue Uni- 
versity, in 1918, he entered the oper- 
ating department of the Utah Power 
& Light Co., later becoming electrical 
engineer for the company. 

In 1927 he transferred to the engi- 
neering department of Electric Bond 
& Share Co., now Ebasco Services 
Inc., as electrical engineer. 

Mr. Silver retired from active serv- 
ice after the completion of 44 years 
with the Ebasco organization and its 
associates. 

His initiation into the utility busi- 
ness took place in Raleigh, N. C., in 
1904 as electrical superintendent and 
later chief engineer for what is now 
the Carolina Power & Light Co. This 
system, one of the first in the Electric 
3ond & Share group, has been the 
proving ground since that date for 
many of Mr. Silver’s 
achievements. 

In 1910 he transferred to the New 
York office as electrical engineer for 
Bond & Share; also, for a short time, 
sponsor engineer for operations east 
of the Mississippi. Throughout the 25 
years that followed he was in charge 
of the planning and design of power 
plants, transmission lines, substations 
and distribution systems required to 
supply the almost virgin territory 
being served*by the associated com- 
panies. 
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The Electric Industry in 1948—The President’s Address 
(Continued from page 177) 


our income tax laws. We find our- 
selves subjected, as other industries 
are, to discriminatory, preferential 
taxation. There is a lack of under- 
standing, as an industry, of ‘our ac- 
complishments in the postwar period 
and of our plans for the future. We 
find ourselves, in common with other 
businesses, but in the forefront, sub- 
jected to a drive for the socialization 
of industry. There is too little under- 
standing of the operation of the capi- 
talistic system, particularly the benefits 
derived therefrom by the individual. 

We are badly in need of a broad 
public information program at the 
grass roots and on a national level. 
It has been too long delayed. We have 
an excellent, even inspiring story to 
tell. Economic facts are on our side. 
We must demonstrate that electric 
service by private business is superior 
and best for the nation. We must join 
with others to strengthen the opposi- 
tion to socialism and communism. We 
must tell and retell the fact that busi- 
ness-managed utilities are a vital part 


A Look At Your Earnings 
(Continued from page 185) 


ume covered up trends which should 
now cause concern. The 
should have done better during a pe- 
riod of such high utilization of plant. 

Now the industry requires a sub- 
stantial amount of outside capital, per- 
haps $3 or $4 billion for a five-year 
period 1947-1951. To attract this addi- 
tional investment on favorable terms, 
to support the increased overhead and 
capital charges, and to maintain a fa- 
vorable credit position, operating in- 
come for the industry as a whole will 
have to increase. Plant additions fi- 
nanced not from retained earnings but 
from the sale of securities must show 
a rate of return sufficient to attract 
further capital in competition with the 
requirements of other industries. 

An addition to net plant increases 
the base for rate making purposes, but 
such addition does not of itself pro- 
vide increased operating income. Ac- 
tual increases in operating income 
have to come from one or more of the 
following circumstances: 

1. actual rate increases or (as may 


industry 


of private business and should not be 
socialized. We cannot hope that the 
public, busy with its own affairs, will 
understand our position unless we tell 
it to them. We must tell our story to 
every segment of the social and politi- 
cal structure of this nation and do it 
over and over again. This is the way 
to make friends for the industry. 

Good service; abundant power; low 
rates; improved public relations; co- 
operation with regulatory bodies; se- 
curity for employees and investors; 
improved efficiency; engineering ad- 
vances—all these we expect to give 
in full measure. 

But we must do more than that in 
these difficult days. We must work 
with others to sell and resell our capi- 
talistic system and prevent the spread 
of socialism. We must stand fast to 
our principles and beliefs as free 
people. 

We can, we must, meet the chal- 
lenge of these times. We will if we as 
an industry think straight, act wisely 
and talk effectively. 


be the case at present) an end 
to periodic rate decreases, ac- 
companied by continued growth 
in electric sales; 

2. savings in operating costs aris- 
ing from the replacement of less 
efficient generating facilities ; 

3. further increase in electric sales 
making for a high use factor of 
the added capacity ; 

4. a decline in the present high 
level of fuel and labor costs; 

5. a decline in taxes. 

The earnings record of the industry 
over the past twenty years is a tribute 
to its engineering, its management, to 
its success in developing growth by in- 
creasing its efficiency and reducing 
rates. Paradoxically, the decline in the 
margin of profit is in a very real sense 
a source of strength and a cause of 
progress, as long as the effects of ris- 
ing costs and declining margins can 
be absorbed in growth. 

Fortunately, the growth is not ceas- 
ing nor need we feel apprehensive that 
it will cease. Nothing is likely to stop 
it. However, it may slow down or 
even stop temporarily. Conservative 
investors are attracted by the indus- 
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try’s growth and stability, But they 
cannot feel entirely free of concern 
induced by declining margins. Should 
the industry ever approach a satura- 
tion point, a continuation of this long- 
term trend of margins would prove 
destructive. To maintain the attrac- 
tiveness of utility securities for con- 
servative investors, every effort should 
be made by the industry and by regu- 
latory authorities to check the decline 
in the profit margin on sales. 


Recent Markets for Electric 
Utility Securities and A 
Look to the Future 
(Continued from page 190) 


orderly market and a_ reasonable 
chance for everybody to finance at 
reasonable cost as he goes along. If, 
on the other hand, each fellow tries 
to beat the other to it, then you may 
produce a chaotic situation in which 
buyers will hold back for even greater 
concessions and a disordered market 
will result. 

My greatest concern is in the ability 
of companies to market common 
stocks to keep the capitalization ratios 
in good balance. Of the enormous 
amounts of new capital raised in the 
first quarter of 1948, approximately 
two and one-half billion dollars, only 
about 10 per cent, represented the pro- 
ceeds of common stock financing. In- 
vestors are still conscious of the large 
blocks of common stocks to come out 
of the enforced divestment of public 
utility holding company portfolios, as 
well as of the requirements of the 
operating companies themselves for 
new capital. . 

On new offerings of common stock, 
the yield has had to be, and will prob- 
ably continue to have to be, exceed- 
ingly attractive. The spread between 
the yields on senior securities and 
those of common stocks are now prob- 
ably much wider than they have been 
at most past periods. Indeed, at times 
the yields on common stocks have 
been lower than those ‘on many fixed 
return securities, reflecting the hoped- 
for future growth factor. 

The narrowness of the market for 
large issues of common stocks, over 
the recent past, can be well understood 
when you consider their relative un- 
attractiveness to large investors by 
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reason of the high surtax rates, the 
capital gains taxes and other factors. 
The recent revision of the tax law 
may go some little way to improve 
this situation, but to broaden and 
make more active the common stock 
market there should be some elimina- 
tion of the double taxation, first paid 
by the corporation on earnings and 
then by the individual on his divi- 
dends. There should also be at least 
a modification of the capital gains tax 
so that the purchaser is not frozen 
in by the amount of the capital gains 
tax on successful investments without 
any substantial credit for losses. Cer- 
tainly at present deflated prices, there 
is no good reason for a 75 per cent 
margin requirement. Of course we 
should not return to shoe-string specu- 
lation. But why an individual can 
borrow only 25 per cent on the most 
marketable asset in the world, listed 
securities, when on most other forms 
of wealth, not nearly so liquid, he can 
borow practically whatever the lender 
is willing to let him have has yet to 
be explained. 


Leadership in Accident 
Prevention 


(Continued from page 209) 


3. Require detailed reports weekly 
if possible, certainly monthly re- 
ports at the outside, stressing 
violation implications and make 
sure that violation trends are 
stopped before serious accidents 
ensue. 

4. Require that every person face 
his responsibility fairly and 
squarely. 

5. Sample the workings of the pro- 
gram occasionally by personal 
observation. 

6. Make certain that your employ- 
ees know the rules set up for 
their safety. Do not presume 
they know these facts for you 
are presuming with lives. This is 
especially important at this hour 
since in the industry generally, 
young men are being fed into 
the bottom of our organizations 
to be trained as electrical work- 
ers. 

7. Don’t skimp on expenditures 
looking to accident prevention. 
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This industry has always been a 
fighting one. At the start, we had to 
fight for our place in the sun, pioneer 
a new idea and a new standard of liv- 
ing. Fighting adverse forces and solv- 
ing tough problems are nothing new 
to us. 

The curve of lost time accidents 
is pointing upward. You and I have 
the responsibility in our particulat 
company to get at the cause of this 
rise and correct it. Let’s start with 
ourselves. Lives, injuries, suffering 
and economic loss will depend on how 
well we meet the challenge. I have not 
the slightest doubt that we will win 
this battle if we give it proper attention. 


The Future—A Challenge 
(Continued from page 216) 


generation, transmission, and sale 
of electric energy, and it may at any 
time, thereafter, upon its own mo- 
tion or upon application, make such 
modifications thereof as in its judg- 
ment will promote the public in- 
terest . ™ 

The Securities and Exchange Com- 
mission has already approved perman- 
ently integrated groups covering sev- 
eral states or large portions of one 
state, as well as groups of contiguous 
properties. 

Of course this is not the way we 
did it before 1935, with holding com- 
panies having national diversity. 
That is out completely at this time. 
Let’s do our share in rearmament and 
possible war with the tools that are 
before us. Let’s do it in time so that 
no one can say that we were not ready 
as an industry to take our share of the 
responsibility of rearmament or na- 
tional defense. Let’s do it before some 
assiduous advocates of collectivism get 
their kind of development still further 
into the territories and businesses in 
which we are already organized to 
serve, and in which we have invested 
our money, our time, our lives, and 
our skill; and in which the public 
looks to us to provide electric service 
to what extent may be necessary. 

The courses of action suggested 
here are necessary if we are to survive 
and grow as we should. It is time to 
wake up the great, placid organization 
we have in the E.E.I. and put it to 
work aggressively so that the public 
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may know the facts about our busi- 
ness and about those who unfairly 
seek to tear it down. Let’s find a way 
to handle our affairs so that our people 
and customers will not be dependent 
at any time upon Federal largess for 
their power supply in the areas we 
serve; and so that we ourselves, with 
private capital and private enterprise, 
properly regulated as we are in the 
public interest, can supply all the 
needs of war and of peace in our 
communities with maximum advant- 
age to all. 


Sound Rate Design in 
Tomorrow’s Economy 


(Continued from page 224) 


derstand and apply. The other, though 
simple, is not likely, when carried to 
its extreme, to fit properly variations 
in cost of service or to be adequately 
promotional. 

What we need, therefore, is a suit- 
able balance in rate schedules, that will 
give proper coverage of costs and pro- 
motional adequacy, on the one hand, 
and simplicity on the other. This is 
not to imply that we do not already 
have a satisfactory condition, in this 
respect, in many places. The great 
growth in number of customers, aver- 
age use of energy per customer, satu- 
ration of lines, et cetera, is making 
this desirable condition more and more 
attainable and it should be a constant 
objective of future rate design. 


Definition of Sound Rate Design 


It is often helpful to have our con- 
cepts of a proposition expressed in a 
concise way; so what has been said 
regarding the nature of sound design 
of rates in tomorrow’s economy, may 
be summarized in the following simple 
definition having general application: 

“Sound Rate Design” is that de- 
sign of rates which yields a fair 
and adequate return to the inves- 
tor at charges to the customer that 
are not discriminatory, that give 
reasonable effect to differences in 
costs, that do not exceed the 
value of service which customer 
and company interests indicate 
should be furnished, and that are 
as simple in form as economic re- 
quirements permit.” 


In other words, rates should be ade- 
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Statler, Boston, Mass. 


30-Dec. 3 
Fla. 


Jan. 31-Feb. 4 
New York, N. Y. 





CONVENTIONS AND MEETINGS 


1948 


JUNE 


1-3 EDISON ELECTRIC INSTITUTE, Annual Convention, Atlantic City, N. J. 


9-11 Northwest Electric Light and Power Association, Personnel Section and 
Accident Prevention Conference, Medford, Ore. 

10-11 Pennsylvania Electric Association, Prime Movers Committee, Hotel Casey, 
Scranton, Pa. 

14-15 Arkansas Utilities Association, Arlington Hotel, Hot Springs. Ark. 

16-18 Pacific Coast Electrical Association, Inc., Hotel Fairmont, San Francisco, Cal. 

16-19 Canadian Electrical Association, Annual Convention, Manoir Richelieu, 
Murray Bay, Quebec, Can. 

21-25 American Institute of Electrical Engineers, Summer General Meeting, Mexico 
City, Mexico. 

SEPTEMBER 
20-21 Iowa Utilities Association, Fort Des Moines Hotel, Des Moines, Iowa. 
20-24 Illuminating Engineering Society, National Technical Conference, Hotel 


OCTOBER 
4-8 American Gas Association, Auditorium, Atlantic City, N. J. 
Prime Movers Committee, EEI, William Penn Hotel, Pittsburgh, Pa. 


Transmission and Distribution Committee, EEI, New Ocean House, Swamp- 


Electrical Equipment Committee, EEI, William Penn Hotel, Pittsburgh, Pa. 


NOVEMBER 


11-12 
11-12 
scott, Mass. 
14-15 
18-22 36th National Safety Congress, Chicago, III. 
8-13 National Electrical Manufacturers 
City, MN; J. 
28-Dec. 3 


American Society of Mechanical Engineers, Hotels Pennsylvania and 
New Yorker, New York, N. Y. 


National Electrical Contractors Association, Roney Plaza, Miami Beach, 
DECEMBER 
5-8 The American Society of Refrigerating Engineers, Washington, D. C. 


JANUARY—1949 


American Institute of Electrical Engineers, Hotel Pennsylvania, 


Association, Hotel Traymore, Atlantic 








quate, non-discriminatory, variable 
with costs, promotional and reasona- 
bly simple. 

In today’s and tomorrow’s economy, 
the dominant function of rates is, and 


will be, to raise revenues ,adequate to 
the needs of the industry. When this 
primary objective is achieved, the 
other desirable characteristics of sound 
rate design can be attained. 
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New York Power & Light Corp., Albany, N. Y.} 
Duquesne Light Co., Pittsburgh, Pa.! 
Alabama Power Co., Birmingham, Ala.§ 


aerate The Cincinnati Gas & Electric Co. Cincinnati, Ohio’ 


Pennsylvania Power & Light Co., Allentown, Pa. 
The Commonwealth & Southern Corp., New York, N. Y. 


Litnwh tee eteaeseedn eae Sen Ohio Edison Co., Akron, Ohio 


Philadelphia Electric Co., Philadelphia, Pa.! 

Boston Edison Co., Boston, Mass.’ 

Stone & Webster Engineering Corp., Boston, Mass.) 
The Detroit Edison Co., Detroit, Mich. 

The Commonwealth & Southern Corp., Jackson, Mich. 
Buffalo Niagara Electric Corp., Buffalo, N. Y.. 


Duquesne Light Co., Pittsburgh, Pa 
Wisconsin Public Service Corp., Milwaukee, Wis. 
Ebasco Services Inc., New York, N. Y. 
The North American Ca. New York, N. Y. 
. Union Electric Company of Missouri, St. Louis, Mo. 
American Gas & Electric Service Corp., New York, N. Y. 
Pioneer Service & Engineering Co. , Chicago, Ill. 
Pioneer Service & Engineering Co., Chicago, III. 


si neltin eae Virginia Electric & Power Co., Richmond, Va. 


Codes and Standards (a Subcommittee of the Board of Directors), H. B. Bryans. . Philadelphia Electric Co., Philadelphia, Pa 








